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ABSTRACT 
This study focuses on the economic reforms and its impact on external sector in 
India. The study shows that during the past two decades, India has experienced wide 
ranging reforms in the various sectors of the economy. These reforms were initiated in 
July 1991 when an economic crisis of unprecedented severity surfaced in the country in 
the form of high inflation, rising food prices, large current account deficit, huge 
domestic and foreign debt, a sharp fall in foreign exchange reserves, a steep decline in 
India's credit rating, and a cut off of commercial loans accompanied by a net outflow 
of Non-Resident Indian (NRI) deposits. 
The crisis was the outcome of the long-term constraints of the preceding four 
decades, especially the 1980s and certain immediate factors. After achieving 
independence from British rule in 1947, India pursued policies that sought to assert 
government planning in most sectors of the economy and promote self-sufficiency. 
This was essentially a reaction to the colonial regime's laissez faire and free trade 
policy that was identified as the basic cause of India's economic underdevelopment by 
the pre-independence political leadership. These policies achieved some economic 
goals (such as rapid industrialisation) but the overall effect was to promote widespread 
inefficiency throughout the economy. The strategy of import substituting 
industrialisation made the Indian industry inefficient and technologically backward due 
to the absence of competition. Discouragement of foreign capital compounded this 
problem. Private sector was heavily regulated through the system of Iicenses and 
permits. This caused a great damage to entrepreneurship and innovation. Public sector 
dominated this strategy but became highly inefficient and even sick due to the 4 
excessive political interference. Emphasis on self sufficiency led to export pessimism. 
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Imports, on the other hand, could not be contained as they consisted of essential goods 
and key inputs which were very much needed for accelerating the pace of 
industrialisation. As a result, imports ran ahead of exports and the country experienced 
a continuous trade deficit with the exception of two years 1972-73 and 1976-77 when 
there were some surpluses on this account. The fiscal situation deteriorated through the 
1980s due to the populist policies pursued by the government, rapid growth of state 
controls over the economy and reservation of certain areas for small scale industries. 
However, the immediate factors which triggered this crisis were the Gulf War 
of 1.990, and the collapse of the Eastern BIock. The Gulf War led to the surge in India's 
oil import bill and cessation of exports to Iraq due to UN trade embargo on that 
country. Repatriation of workers from Kuwait ceased -their remittances and led to 
foreign exchange expenditure on transporting Indians from the affected countries in the 
Middle East. The collapse of Eastern block — India's major trading partner at that time 
— further aggravated the balance of payments crisis. 
The government tried to overcome this crisis by borrowing from the IMF but 
did not succeed. The country's foreign exchange assets dipped from US $ 3.4 billion at 
the end of March 1990 to a low of US $ 975 million on July 12, 1991. This was 
equivalent to barely a week's imports. The country was on the brink of default in the 
discharge of its international debt obligations. 
The economic crisis led India to introduce reform in economic policies. The 
decision was also influenced by the experiences of spectacular growth of East Asian 
Economies of South Korea, Taiwan, Singapore and Hong Kong in 70s and 80s 
following the introduction of economic reforms in 1950s and 1960s and also that of 
China which introduced reforms in 1978. The reforms in the economic policies 
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consisted of two basic sets of measures. The first set aimed at achieving 
macroeconomic stabilization by reducing both fiscal and balance of payments deficits. 
Reduction in fiscal deficit was sought to be achieved through cut in public expenditure 
and increase in public revenue. To reduce the balance of payments deficits, the reform 
programme heavily relied on currency devaluation to boost exports and reduce imports. 
. The second set of measures were directed towards altering the production 
structure by increasing the role of the markets in the economy directly through 
privatization or by way of reduction in state investments and interventions and 
indirectly through domestic deregulation and by trade liberalization. The structural 
reform measures encompassed liberalization of trade and investment policies with 
emphasis on exports, FDI and reduction in external debt, industrial deregulation 
disinvestment and public sector reforms and reform of the capital markets and the 
financial sector. 
The reforms were introduced with a view to provide a new dynamism to the 
economy by improving the overall productivity, competitiveness and efficiency. Over 
the past two decades since 1991, the reform measures were intensified and extended in 
many directions. 
Objective of the Study 
in the above background and also in recognition of the growing importance of 
the external sector in Indian economy, this study has been undertaken primarily to 
assess the impact of economic reforms on the external sector of India. 
Further as within the external sector the main focus of economic reforms has 
been on expansion of trade, capital inflows and reduction in external debt burden, the 
specific objectives set out for the study are: 
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(i) To provide insight into the reforms that have been introduced in India in the 
field of foreign trade, foreign direct investment and external debt since 1991. 
(ii) To examine the impact of these reform measures on trade, foreign direct 
investment and the external debt. 
(iii) To identify factors that constrains India's performance in these fields. 
0 	 (iv) 	To suggest policy measures which should be taken to improve competitiveness 
of exports, overall investment climate and reduce external debt burden in the 
long run. 
Hypotheses of the Study: 
The study tests the following hypotheses: 
1) The impact of economic reform policy package on India's external sector has 
been broadly positive. 
2) Reforms have improved India's trade performance significantly in the post-
reform period compared to that of pre-reform period. 
3) External sector reforms have led to the acceleration in FDI inflows to India 
during the post-reform period. 
4) India's external debt position in the post-reform period has improved 
considerably following the introduction of policy reforms in managing the debt. 
Database and Methodology 
Tihe study is based on the time series secondary data collected from publications 
of various authors as well as the publications of the government agencies. Due 
acknowledgement has been given to them at appropriate places. 
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Though the study has as its period of reference the years after 1991, but to 
assess the impact of economic reforms on the external sector, we have examined the 
performance of external sector during 1992-2010 (post-reform period) and then 
compared the same with performance during 1980-1991 (pre-reform period). The year 
1991-1992 is excluded from the analysis due to the economic crisis of 1991 and abrupt 
changes in 1991-1992. The post-reform period is further sub-divided into two sub-
periods covering the decade of the 90s and the first decade of the 21st century to 
examine the impact of reforms more intensively. 
The methodology used is simple and analytical and does not go beyond 
calculations of percentages, arithmetical averages, year to year, and trend rates of 
growth. Yearly growth rates are computed as under: 
Yt —Yt-1 
Gt = 	 x 100 
Yt-1 
Where, 
(It 	— 	Growth rate for period t 
Yt 	— 	Value of the variable in period t 
Yi 	— 	Value of the variable in period t-1 
The trend rate of growth has been worked out by estimating the function: 
Y = ABt 
log Yi = log a + t log (bi) 
Where, 
Y 	-- 	Value of Exports / Imports 
t 	— 	Time variable 
B 	— 	Growth rate or (B-1) x 100 
The significance of the growth rates has been tested by applying t-test and 
estimating R2. 
Plan of the Study 
The study is organized in seven chapters. The first chapter deals with the 
problem under investigation, objectives of the study, data sources, methodology and 
plan of the study. Chapter 2 is devoted to a brief review of existing literature in the 
field. Chapter 3 provides an overview of key reforms that have been introduced in the 
Indian economy since 1991. Chapters 4 to 6 are devoted to the appraisal of reform 
processes on foreign trade, foreign direct investment and external debt respectively. 
Finally, Chapter 7 summarizes the study, highlights the important findings and offers 
policy suggestions to improve external sector on a sustained basis. 
Main Findings of the Study 
The study reveals that the impact of economic reform policy package on India's 
foreign trade sector, foreign direct investment, and external debt has been broadly 
encouraging. Thus, the hypotheses set out in Chapter 1 have been proved true. 
Chapter 4 assesses the impact of economic reforms on the foreign trade sector. 
It analyses the growth in India's exports, imports and balance of trade over the period 
1980-81 to 2009-10. The analysis shows that: 
•• 	Following the introduction of reforms, the foreign trade scenario in India has 
undergone considerable change and there has been sizeable increase in the value 
of both exports and imports. 
:• 	Over the years 1980-81 to 1990-91, India's exports increased by 2.14 times 
rising from $ 8486 million to $ 18143 million. The post-reform years witnessed 
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a surge in exports, when they increased by 9.6 times and rose from $ 18537 
million in 1992-93 to $ 178751 million in 2009-10. 
On an average annual basis, the growth in India's exports during the post-
reform period at 14 percent was significantly higher than that of 8 percent registered 
during the pre-reform period. 
❖ Within the reform period exports increased by 11 percent per annum during the 
first decade of reform (1992-93 to 2000-0 1) and accelerated to 17 percent per 
annum in the decade of the new millennium (2001-02 to 2009-10). 
+:• 	The trend rate of growth in exports in the post-reform period at 9.3 percent per 
annum was significant and higher than that of 7.4 percent registered in the pre-
reform period. 
:• 	The post-reform years also registered a surge in imports when they increased by 
13.18 times compared to that of 1.5 times in the pre-reform period. The average 
import growth during the post-reform years at 17 percent per annum was more 
than double of that recorded in the pre-reform period (8 percent). hnports 
increased at 12 percent per annum during the period 1992-93 to 2000-01 and 
picked up to 22 percent per annum in the period 2001-02 to 2009-10. 
.:• 	The growth in India's exports during the post-reform period failed to keep pace 
with the growth in imports and the trade deficit continued to plague the 
economy. 
•;• 
	
	India's exports over the period 1980-2008 grew at a faster rate than that of 
world exports. But the difference was more marked in the post-reform period. 
World exports in the period 1980-1990 increased at a compound growth rate of 
0 
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6.1 percent per annum while the corresponding rate of growth for India's 
exports was 7.0 percent. In the post-reform period (1992-2008) the annual 
average export growth in India's exports at 12.8 percent turned out to be still 
higher than 8.4 percent in the case of world exports. Consequently, the limited 
share of India's exports in world exports (around 0.5 percent) in the pre-reform 
period improved considerably in the post-reform period and reached to the level 
of 1.11 percent in 2008 indicating rising penetration of India's exports in the 
global market. 
❖ The ratio of India's merchandise exports to GDP was 5.28 percent in the pre-
reform period. It nearly doubled in the post-reform period reaching the level of 
10.25 percent. Imports as a proportion of GDP increased from an average of 
8.67 percent during the pre-reform period to 14.37 percent during the post-
reform period. This represented both the contribution of trade to national 
income and the degree of openness of the Indian economy. 
❖ Though the contribution of exports in financing imports was greater during the 
post-reform period, the goal of self balancing of trade remained unfulfilled. 
❖ Product-wise analysis of growth of India's exports reveals that there was a wide 
variation in the pattern of growth of major exports and as a result their shares in 
total exports changed over the reform period. 
❖ Some diversification in India's exports by destination also took place during the 
post-reform period. The most significant change in the destination structure of 
India's exports during the post-reform period was the sharp decline in the 
I 
_ 	 relative share of the Eastern Europe in the country's total exports. On the other 
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hand, OPEC and Developing Countries took a big leap forward and more than 
compensated the losses suffered in the Eastern Europe market. 
Chapter 5 is devoted to the study of FDI inflows in India in post-reform period. 
•'r The study reveals that net FDI inflows to India remained at $ 0.12 billion during 
the pre-reform period on an annual average basis. This amount surged 
manifolds to $ 10.30 billion in the post-reform period. However, the surge was 
not steady. It remained at $ 2.05 billion during the first decade of external sector 
reforms and jumped to $ 17.74 billion in the second decade. 
•;• In early years of economic reforms there was a huge gap between approved FDI 
and actual FDI inflows in India perhaps due to fear from foreign capital and 
criticism from many beaureucrats, etc. The realisation rate was quite high at 
70.01 percent in 1991 which significantly decelerated to 18.1 percent in 1992 
and 21.01 percent in 1993. This trend reversed from 1998 when realisation rate 
increased to 48.1 percent, slightly reduced to 40.4 percent in 1999 but since 
2000 it kept on increasing with 71.67 percent in 2000, 214.47 percent in 2003 
and 218.91 percent in 2006. During the period of reform, the realisation of FDI 
inflows in India was 72.35 percent. 
❖ The FDI in India during the post-reform period was mainly in the services 
sector. Further there was a significant change in the direction of FDI inflows. 
During the first decade of reform US turned out to be the largest direct investor 
for India while in the second decade Mauritius topped the list. 
+ There was also a significant change in the routes through which FDI inflows 
came in the Indian economy. At the time of economic reforms there were only 
_k 
two routes: Government approvals (through FIPB, SIA) and RBI's various NR: 
10 
schemes. The total FDI inflow in 1991 was Rs.3535 million of which major part 
came through the route of RBI's various NRI schemes. However, in order to 
facilitate speedy inflows of FDI into India automatic approval route was 
introduced in 1992. This route witnessed large inflows and surpassed the FDI 
inflows through RBI's various schemes in 1998. Since then it kept on rising. 
However, the largest quantum of FDI inflows took place through the route-
government approval (through FIPB, SIA) till 2003. Post 2003 FDI inflows 
through automatic approval turned out to be the major source of FDI except for 
year 2005. After 2003, RBI's various NRI schemes as a separate channel was 
abolished and it was merged under the heading RBI automatic approval route. 
Therefore, RBI automatic approval route turned out to be the largest FDI 
generator in post 2003 period. 
•:• There was an increase in number of technical and financial collaborations in 
post-reform period. The main motive of the liberal FDI policies was to bring in 
more technical collaboration in order to raise domestic productivity. However, 
it was the financial collaborations that surpassed the technical collaborations. 
There were two factors responsible for it: first, the liberal investment 
opportunities in India, and secondly lack of any attractive proposals for 
technical collaboration that led to the rise in financial  collaborations. 
•;• India's share in global FDI inflows increased steadily under the post-reform 
period. India ranked 8th among top FDI recipients in the world in 2009-2010. It 
is however, important to note that the surge looks impressive only in isolation. 
Comparative figures place India at a very low position. In the years 2009 and 
-r 
2010, the size of FDI inflows to India stood at $ 35.65 billion and $ 24.64 
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billion respectively as opposed to $ 114.21 billion and $ 185.08 billion in China 
during the same period. Thus, what India received during these two years was 
not even half of what was received by China. This means that economic reforms 
in India have still a long way to go to attract FDI inflows into the country. 
Chapter 6 analyses the impact of reforms on external debt in post-reform period. 
4 	 ❖  The main reason for the accumulation of perilous external debt in 1991 was the 
Asiad which were organised in infrastructure scarce economy like India. In 
order to make particularly Delhi a perfect place for games gigantic expenditures 
were made. This amount could have been used up latter for economically 
productive purposes for which in latter eighties borrowings were made. 
However, in post-reform period India's external debt policies underwent a 
radical shift. External debt remained under control due to prudent debt 
management throughout post-reform period. The external debt policies 
introduced in July 1991 had a positive impact on India's external debt position 
as the annual average growth rate of India's external debt more than halved to 
6.56 percent per annum in post-reform period as compared to 13.75 percent in 
pre-reform period. 
+ The share of short term debt in total external debt declined from 9.55 percent in 
pre-reform period to 7.84 percent in post-reform period. However, within the 
reform period, the share of short term debt tended to increase from 2001-02 
particularly after 2006-07. While long term debt on the average constituted a 
little more than 90 percent of India's external debt in the pre-reform period, this 
share increased marginally to a Iittle over 92 percent in the reform period. The 
long term debt was mainly dominated by the multilateral debt, commercial 
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borrowings, bilateral debt and NRI deposits which constituted at around 87 
percent total external debt. 
❖ In case of borrower classification, the share of government debt in total debt 
declined significantly due to the decline in the rupee denominated debt and the 
IMF debt and the rising role of private sector and Indian corporate during the 
reform period. 
❖ However, the debt servicing burden increased significantly in second decade of 
reform due to increase in commercial borrowings. India's debt service payments 
had a fluctuating trend during the reform period. It increased at the rate of 3.88 
percent per annum during the period 1990-91 to 2000-01 and jumped to the 
level of 14.23 per annum during 2001-02 to 2009-10. For the reform period as a 
whole the growth rate was 8.53 percent per annum. 
The external debt sustainability indicator improved substantially. However, the 
ratio of short term debt to total debt increased along with a reduction in the ratio of 
concessional debt to total debt thereby, creating concern. 
Conthusions and Policy Implications 
Some important conclusions of the study may be listed as follows: 
Foreign Trade 
•3 
	
	There has been a marked change in the perception of the government of India 
and its policy makers in the past two decades towards the role of trade in the 
strategy of the development of the country. Exports have come to be regarded 
not merely as a source of financing imports but also as means of efficiently 
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allocating resources. Accordingly trade policy of pre-liberalization phase which 
discouraged exports and fostered high cost imports substitution has been 
replaced to a greater extent by an open trade regime. The basic thrust of this 
regime has been on globalisation of Indian economy, improving its 
competitiveness and expansion of exports to ease pressure on balance of 
payments. 
❖ India's trade performance has shown a considerable improvement during the 
post-reform period. It has improved in size, composition and the direction, 
compared to the pre-reform period. However, the extent of India's penetration 
in the global market has been limited at the aggregate level. The commodity 
wise picture also shows that only a limited number of commodities have been 
able to register an upward move in their share in world exports. This can be 
attributed to both external and domestic factors. Externally, India's exports 
continue to face the problem of adverse world trading environment, 
protectionist policy of the developed nations and their - tariff discrimination. 
Among the domestic factors that hamper India's exports are infrastructural 
constraints, high transaction costs, poor quality, limited FDI. in the export sector 
etc. An effective export strategy will have to keep these factors into account for 
future expansion in exports. 
FBI 
❖ Liberalisation of the FDI policy regime has resulted in a substantial expansion 
of FDI inflows to India during the post-reform period both in absolute and 
relative terms. The surge, however, was impressive only in isolation. 
Comparative figures placed India at a very low position. 
n 
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6:+ 	The major deterants to the FDI inflows to India included lack of global. 
competitiveness of the Indian economy, tough business environment, low 
purchasing power, poor infrastructural facilities, rising inflation and political 
instability. 
..• 	India's efforts to attract relatively higher levels of FDI in the years ahead will 
depend on the adoption of a more purposeful and pragmatic approach towards 
this source of foreign capital. India has great potential in terms of natural 
resources, labour availability and intellectual capital. We have a modem 
financial system, a large domestic market, a large educated middle class, 
capacity to absorb modem technology, marketing and managerial skills. The 
capacity to absorb larger FDI inflows is thus, manifestly present. What is 
needed for the full realization of this potential is a special drive to overcome the 
difficulties enumerated above and create a more competitive environment - 
"a level playing field" in the economy. 
External Debt 
❖ India has also experienced a perceptible improvement in external indebtedness 
position since 1991 on account of a conscious debt management policy 
focussing on high growth of current receipts keeping the maturity structure as 
well as the total amount of commercial debt under manageable Iimits, tight 
monitoring of short term debt and encouragement to non-debt creating inflows. 
Such international debt management policy should continue in the years to 
come. 
+ 	The post-reform period also witnessed some shift in the structure of external 
debt. The contribution of long term debt in the total debt improved marginally 
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while the share of short term debt had gone down. However, it is important to 
note that the share of short term debt had a tendency to rise in the second 
decade of the reform period. This calls for further reform measures to keep the 
share of short term debt low. 
❖ Another important change in the structure of India's external debt during the 
period of study was the dominant share of government debt in the total debt 
during the first decade of reform and that of non-government debt in the second 
decade of reforms. This could be attributed to rising private sector activities and 
the steep rise in FDI post 2004 period. 
❖ India was able to keep external debt service payment under control which in 
turn led to the sustainability of debt. India performed well among top indebted 
developing countries. 
Policy Implications: 
Following policy implications are derived from the findings and conclusions of 
the study: 
a) 	Foreign Trade 
•o• 	Efforts should be made to change the composition of India's exports by making 
it more dependent on manufacturing sector. 
:8 	There is an urgent need to raise per capita output in export sector in order to 
raise productivity along with measures to reduce cost of production. This will 
make exports more competitive in international market. In current scenario of 
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inflationary pressures in Indian economy this task seems to be quite hard to 
find. 
❖ Efforts should be made to encourage FDI inflows in the exports sector to raise 
its productivity. 
•4• 	India's exports should be more directed towards developing and newly 
k 	 emerging economies in order to have sustainability in India's export growth 
even at times of global economic crisis. The exports should not be dependent 
much on developed world because they are now more prone to global economic 
crisis. 
❖ There should be strict regulations regarding `composition of exports baskets' in 
India. In recent years without assessing the domestic demand for goods, 
government had exported items in order to raise export income. This led to 
shortage of supply of essential particularly food items in India leading to 
inflationary pressures. 
❖ Government should make efforts to increase the intensity of competition in 
domestic industries, in order to increase competitiveness and hence raise quality 
and quantity of production. 
❖ Government must implement an effective exports strategy that could overcome 
various internal and external constraints that hampers required export growth. 
b) FDI 
❖ There has been a marked increase in the magnitude of FDI inflows to India 
during the post-reform period reflecting the liberal policy regime and growing 
17 
investor's confidence. The policy has however, lacked political commitment, 
coherence and direction. As a result India has not been able to realise its full 
potential in the field of FDI. The inflows of FDI to India during the post-reform 
period pales into insignificance compared to inflows to China. The FDI policy 
and implementation strategy need to be fine tuned with a view to attract high 
quality FDI for taping comparative advantage in the labour intensive 
manufactures. 
•;• 
	
	There is a need for political commitment and objective clarity at the highest 
level to ensure that FDI flows are diverted as per national priorities. 
❖ There is a need to change the direction of inflows of FDI , because Mauritius 
can no more be considered as a dependent source of FDI inflows in long term. 
India will have to pay a high cost if Mauritius government bring a slight change 
its direct investment policies. 
❖ India should control its inflationary tendencies. Inflation raises cost of 
production thereby; makes Indian exports less competitive in international 
market, and also discourages direct investors spirit. Further due to increase 
expenditure levels, inflation raises chances of widening external debt. 
❖ Strict laws should be made to reduce corruption levels. India has witnessed 
multiple corruptions/scams in the past few years which lower confidence of 
foreign direct investors on dependability of Indian authorities. This does not 
permit them to bring huge investments in India. 
•.~ 	India should develop infrastructural set up particularly the distribution of power, 
transport and road networks in different parts of the country, in order to increase 
the frequency of foreign direct investments inflows. 
t 
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❖ Foreign direct investments should be equally distributed throughout India. 
Currently there exists regional inequality in case of location of FDI inflows. 
Most of the FDI are directed in selected rich states mostly, southern states while 
northern India is deprived of required FDI except for few regions. Therefore, 
the benefits of FDI remains confined to certain selected states. 
.A 	 ❖  , FDI should be encouraged in agricultural sector which is the most badly 
affected sector in post-reform period. The government must provide incentives 
to direct investors in order to revive this sector. Today, when India is facing 
severe inflation problem, an increase in production and productivity of 
agricultural sector is likely to help in reducing inflationary tendencies in 
agricultural and allied goods. FDI will bring new technology, methods of 
production, etc in which India is deficient since independence. 
❖ Government should try to avoid delays in approval of several large FDI 
projects. 
❖ `Green Politics' in India also discourages direct investors to invest in India. It 
should be strictly avoided. P05 CO case in recent years created a lot of chaos at 
international level. 
•9 	There is a need to create more liberal labour laws. 
❖ Government should try to make Special Economic Zone policies more active 
and constructive. 
❖ There is a need to increase centre-state coordination in order to have much 
better results from FDI. 
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c) 	External Debt 
❖ Independent organisation should be set up in order to carefully examine the use 
of external debt in India. In other words, how much of external debt is used for 
economically productive purposes and how much is directed for non-productive 
purposes, should be strictly regulated by the organisation. 
❖ An important element which raises external debt is increase in global prices of 
oil. India should try to increase domestic production of oil in order to reduce 
import bill. This could be achieved by providing incentives to domestic 
producers and foreign direct investors to invest in this sector. India's second 
largest population which are all dependent on petroleum, oil and related 
products either directly or indirectly could act as magnet for direct investors. 
This will serve double purpose as it will also reduce domestic prices of oil 
thereby also helping to control inflationary tendencies. 
6,• 	Long term debt should be preferred over short term debt. Even within long term 
debt stress should be laid on multilateral and bilateral debt instead of external 
commercial borrowings. 
❖ A separate department should be set up to strictly regulate External Commercial 
Borrowings. 
❖ Special department in the ministry should be set up to identify sectors/ 
industries giving rise to ECB/external debt. 
+ 	Efforts should be made on raising sovereign debt on concessional terms with 
longer maturities. 
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Chapter 1 
Introduction   
Chapter 1 
Introduction 
1.1 The Problem 
During the past two decades, India has experienced wide ranging reforms in the 
various sectors of the economy. These reforms were initiated in July 1991 when an 
economic crisis of unprecedented severity surfaced in the country in the form of high 
inflation, rising food prices, large current account deficit, huge domestic and foreign 
debt, a sharp fall, in foreign exchange reserves, a steep decline in India's credit rating, 
and a cut off of commercial loans accompanied by a net outflow of Non-Resident 
Indian (NRI) deposits. 
in that year the consolidated gross fiscal deficit of the central and state 
governments had reached the level of 9.4% of GDP, the current account deficit 3.1% of 
GDP and trade deficit 3.2% GDP. The inflation rate was more then 10% and by the 
summers of 1991, foreign exchange reserves were below two weeks worth of imports. 
GDP growth rate was 1.3% in the crisis year 1991-1992. The debt servicing payments 
amounted to as much as 35.3% of current foreign exchange receipts. Short term debts 
amounted to a dangerously high level of 146.5% of foreign exchange reserves by the 
end of March 1991. The internal debt increased from 35% of GDP in 1980-1981 to 
53% of GDP in 1990-1991. India's external debt was $ 83.8 billion and the debt service 
payment was about 30 per cent of exports of goods and services in 1990-91. The affect 
was directly on foreign exchange reserves which decline to $1.1biIlion (Srinivasan and 
Tendulkar, 2003). 
Table 1.1 summarizes the state of the Indian economy in 1990-91. 
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Table 1.1 
State of Indian Economy in 1990-1991 
Gross fiscal deficit 9.4 % of GDP 
Current account deficit 3.1% of GDP 
Trade deficit 3.2% of GDP 
Inflation More than 10.0% 
Foreign exchanges reserve Below 2 weeks worth of imports 
GDP growth rate 1.3%* 
Debt servicing payment 35.3% of current foreign exchange 
receipts 
Short term debt 146.5% of foreign exchange reserves** 
Internal debt 53.0% 
Debt service payment 30% of goods and services 
* 1991-1992 
* * By end of March 1991. 
Source: Based on Srinivasan and TenduIkar, 2003 
Thus, all crucial indicators of India's economy were running in danger zone in 
1990-1991. This was not sustainable for the progress of Indian economy and its impact 
was reflected on the growth rate of Indian economy which was 1.3% only. 
This economic crisis was the outcome of the long-term constraints of the 
preceding four decades, especially the 1980s and certain immediate factors. Upon 
achieving independence from British rule in 1947, India pursued policies that sought to 
assert government planning, in most sectors of the economy and promote self-
sufficiency. 
Economic nationalism was essentially a reaction to the colonial regime's laissez 
faire and free trade policy that was identified as the basic cause of India's economic 
underdevelopment by the pre-independence political leadership (Srinivasan, 1996; 
Srinivasan & Tendulkar, 2003; Tendulkar & Bhavani, 2005, 2007). These policies 
achieved some economic goals (such as rapid industrialisation) but the overall effect 
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was to promote widespread inefficiency throughout the economy. The strategy of 
import substituting industrialisation made the Indian industry inefficient and 
technologically backward due to the absence of competition. Discouragement of 
foreign capital compounded this problem. Private sector was heavily regulated through 
the system of licenses and permits. This caused a great damage to entrepreneurship and 
innovation. Public sector dominated this strategy but become highly inefficient and 
even sick due to the excessive political interference. Emphasis on self sufficiency led to 
export pessimism. Imports, on the other hand, could not be contained as they consisted 
of essential goods and key inputs which were very much needed for accelerating the 
pace of industrialisation. As a result, imports ran ahead of exports and the country 
experienced a continuous trade deficit with the exception of two years 1972-73 and 
1976-77 when there were some surpluses on this account. The fiscal situation 
deteriorated through the 1980s due to the populist policies pursued by the government, 
rapid growth of state controls over the economy and reservation of certain areas for 
small scale industries. 
The import liberalization of the late 1980's was not tied to a larger export effort, 
its main immediate thrusts was towards producing more goods, luxury goods for the 
domestic market. In 1985-86, the very first year that the policy was introduced, there 
was a dramatic increase in balance of payments deficits, with the current account deficit 
increasing to 2.26% of GDP. 
However, the immediate factors which triggered this crisis were the Gulf war of 
1990, and the collapse of the Eastern Block. The Gulf war led to the surge in India's oil 
import bill and cessation of exports to Iraq due to UN trade embargo on that country. 
Repatriation of workers from Kuwait ceased their remittances and led to foreign 
exchange expenditure on transporting Indians from the affected countries in the Middle 
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East. The collapse of Eastern block — India's major trading partner at that time — further 
aggravated the balance of payments crisis. 
The export growth slowed down to 9.2% (in U.S. dollar terms) in 1990-91 
(from 18.9% in 1989-90) as a result of breakdown of bilateral trade with the U.S.S.R. 
and a slowdown in the OECD countries (Tendulkar and Bhavani, 2005). The trade 
deficit broke all previous records amounting to $ 9438 million in FY 1990-91 (Sharan 
and Mukherjee, 2001). India's share in world trade declined to 0.53% by 1991 from 
1.8% in 1950 (Bhasin, 2005). Statistics (GOI, 1993; GOI, 1994; Sharan and Mukherjee, 
2001) shows that India's external indebtedness was increasing. The magnitude of 
external debt moved up from $ 23.5 billion in 1980-81 to $ 83.96 by March 1991. Its 
share in GDP went up from 13.7% to 41.1% during corresponding period. The 
structural change in capital account transactions during the 1980s was also manifested 
in the form of growing foreign direct investment, for which the policy of the Indian 
Government was found encouraging. The amount of foreign investment inflow was 
significant, yet in view of the exorbitantly large current account deficit, the inflow did 
not reach even the half way mark. The natural victim was the foreign exchange reserves 
that were ultimately not capable of meeting even two and a half month's imports bill 
(Sharan and Mukherjee, 2001). 
The government tried to overcome this crisis by borrowing from the IMF but 
did not succeed. The country's foreign exchange assets dipped from US $ 3.4 billion at 
the end of March 1990 to a low of US $ 975 million on July 12, 1991. This was 
equivalent to barely a week's imports. The country was on the brink of default in the 
discharge of its international debt obligations. 
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In view of Bhagwati (1998), "India's democratic success has made her the 
unique example for the theorists of democracy today to understand, her economics has 
been a disappointment. To put it plainly it has been a disaster. More than a generation 
has been lost to policies that produced low growth rates, leaving the economy in a state 
of technological backwardness, low per capita income, high illiteracy and massive 
poverty' 
The economic crisis led India to introduce reform in economic policies. The 
decision was also influenced by the experiences of spectacular growth of East Asian 
0- 
	
	 Economies of South Korea, Taiwan, Singapore and Hong Kong in 70s and 80s 
following the introduction of economic reforms in 1950s and 1960s and also that of 
China which introduced reforms in 1978. The reforms in the economic policies 
consisted of two basic sets of measures. The first set aimed at achieving 
macroeconomic stabilization by reducing both fiscal and balance of payments deficits. 
Reduction in fiscal deficit was sought to be achieved through cut in public expenditure 
and increase in public revenue. To reduce the balance of payments deficits, the reform 
programme heavily relied on currency devaluation to boost exports and reduce imports. 
The second set of measures were directed towards altering the production 
structure by increasing the role of the markets in the economy directly through 
privatization or by way of reduction in state investments and interventions and 
indirectly through domestic deregulation and by trade liberalization. The structural 
reform measures encompassed liberalization of trade and investment policies with 
emphasis on exports, FDI and reduction in external debt, industrial deregulation 
disinvestment and public sector reforms and reform of the capital markets and the 
financial sector (For details see Chapter 3 of the present study). 
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The reforms were introduced with a view to provide a new dynamism to the 
economy by improving the overall productivity, competitiveness and efficiency. Over 
the past two decades since 1991, the reform measures have been intensified and 
extended in many directions. 
1.2 Objective of the Study 
In the above background and also in recognition of the growing importance of 
the external sector in Indian economy, this study has been undertaken primarily to 
assess the impact of economic reforms on the external sector of India. 
Further as within the external sector the main focus of economic reforms has 
been on expansion of trade, capital inflows and reduction in external debt burden, the 
specific objectives set out for the study are: 
(i) To provide insight into the reforms that have been introduced in India in the 
field of foreign trade, foreign direct investment and external debt since 1991. 
(ii) To examine the impact of these reform measures on trade, foreign direct 
investment and the external debt. 
(iii) To identify factors that constrains India's performance in these fields. 
(iv) To suggest policy measures which should be taken to improve competitiveness 
of exports, overall investment climate and reduce external debt burden in the 
long run. 
1.3 Hypotheses of the Study 
The study tests the following hypotheses: 
1) 	The impact of economic reform policy package on India's external sector has 
been broadly positive. 
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2) Reforms have improved India's trade performance significantly in the post- 
reform period compared to that of pre-reform period. 
3) External sector reforms have led to the acceleration in FDI inflows to India 
during the post-reform period. 
4) India's external debt position in the post-reform period has improved 
considerably following the introduction of policy reforms in managing the debt. 
1.4 Database and Methodology 
The study is based on the time series secondary data collected from publications 
of various authors as well as the publications of the government agencies. Due 
acknowledgement has been given to them at appropriate places. 
Though the study has as its period of reference the years after 1991, but to 
assess the impact of economic reforms on the external sector, we have examined the 
performance of external sector during 1992-2010 (post-reform period) and then 
compared the same with performance during 1980-1991 (pre-reform period). The year 
1991-1992 is excluded from the analysis due to the economic crisis of 1991 and abrupt 
changes in 1991-1992. The post-reform period is further sub-divided into two sub-
periods covering the decade of the 90s and the first decade of the 21St century to 
examine the impact of reforms more intensively. 
The methodology used is simple and analytical and does not go beyond 
calculations of percentages, arithmetical averages, year to year, and trend rates of 
growth. Yearly growth rates are computed as under: 
Yt —Yt-1 
Gt = 	 x 100 
Yt-1 
Where, 
Gt 	= 	Growth rate for period t 
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Yt 	= 	Value of the variable in period t 
Yi_i = 	Value of the variable in period t-1 
The trend rate of growth has been worked out by estimating the function: 
Y = AB` 
log Yi = log a + t log (bi) 
Where, 
Y 	= 	Value of Exports / Imports 
t 	= 	Time variable 
B 	= 	Growth rate or (B-1) x 100 
The significance of the growth rates has been tested by applying t-test and 
estimating R2. 
1.5 Plan of the Study 
The study is organized in seven chapters including the present one. Chapter 2 is 
devoted to a brief review of existing literature in the field. Chapter 3 provides an 
overview of key reforms that have been introduced in the Indian economy since 1991. 
Chapter 4 to 6 is devoted to the appraisal of reform process in foreign trade, foreign 
investment and external debt respectively. Finally Chapter 7 summarizes the study, 
highlights the important findings and offers policy suggestions to improve external 
sector on a sustained basis. 
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Chapter 2 
Review of Literature 
Chapter 2 
Review of Literature 
Following the introduction of economic reforms in India since 1991 scores 
of studies relating to its impact on the Indian economy in general and that on external 
sector in particular have appeared on the scene, Broadly these studies have led to the 
divergent view points. While economists like, Jagdish Bhagwati (1993,1998), T.N. 
Srinivasan (1998,2001,2003, 2004), I.M.D. Little (1994,1996), Arvind Panagriya 
(2001, 2004), Kaushik Basu (2007, 2008), Montek Singh Ahluwalia (1993, 1995, 
1999, 2002), Bimal Jalan (1991,1993, 2002) Isher Judge Ahluwalia (1994, 1998), etc 
have hailed the progress of reforms and asked for faster implementation of remaining 
issues of economic reforms, the other group led by Amartya Sen (1997, 1998, 2002), 
Jean Dreze (1998, 2002), Deepak Nayyer (1994, 2000, 2006, 2008), Prabhat Patnaik 
(1994, 1995, 1998), Jayati Ghosh (1993,1996, 2003, 2006, 2009), C.P. 
;handrashekhar (1993, 2006, 2008, 2009, 2010), Abhijit Sen (1996), etc have 
yarned of its possible adverse consequences. Our objective in this chapter is to 
present the brief review of existing literature in this field. We have selected some of 
ie important studies only for this purpose. 
Singh (1964) long back had expressed extreme discontent towards the 
;rformance of external sector and condemned import substitution policy followed by 
tdia. The policy of import substitution turned out to be biased against promotion of 
sports and restricted India's entry in the global market. He suggested variety of 
.orms in the export sector but unfortunately its implementation came much later 
er India experienced historic economic crisis in 1991. 
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For Bhagwati and Srinivasan (1975) the industrialization policies pursued by 
India in pre-reform period protected domestic industries from foreign competition but 
led to excessive or inappropriate state intervention in the market resulting in high cost 
and low growth in Indian economy. 
According to Jalan (1991) the year 1990-1991 was the cruelest year in Indian 
history and the export performance of Indian economy since independence was 
despondent when compared with other developing countries. 
Ahluwalia (1994) while rejecting the arguments of the critics of economic 
reforms considered India's efforts of liberalising its economy since 1991 as an 
`economic revolution'. He however, suggested a cautious approach towards opening 
up of route to foreign capital since it brings in the elements of volatility. 
Bhagwati and Srinivasan (1993) argued that the crisis of 1991 was not 
governed by external factors rather was only an outcome of internal causes of weak 
policy regimes of 1980's. 
In an in-depth analysis of India's economic reform package Patnaik and 
Chandrasekhar (1995) considered the crisis of 1991 purely `speculative in nature' 
caused by speculative outflows from Indian economy that continued the pressure on 
balance of payments despite reduction in trade deficit. A very vital, daring and 
worrisome feature of India's economic reform according to them was that, there was 
no urgent need of bringing about structural changes in 1991 since the condition could 
have come under control by low conditionality of IMF loans. It was the `liberalisation 
lobby' that consisted of Fund, Bank, government elements and Indian business class 
that made use of this unprecedented economic crisis by introducing `liberalisation'. 
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They suggested combination of three measures to control financial flows 
volatility in India namely direct regulations, an overall sound balance of payments 
and above all, a development strategy which ensured economic advancement with 
social stability. 
Bhattacharya, Mukhopadhyay and Panda (1996) examined the position of 
Indian trade sector in post 1991 period through Net Export Specialization Indices and 
intra-industry trade. The study found a marginal change in the position of trade sector 
in post 1991 period and a rise in intra industry trade calling for further liberalization 
of foreign trade of India. 
Prasad (1997) examined the impact of economic reforms on exports of India 
and came to the conclusion that during 1990-1991 to 1994-1995, India experienced a 
high growth compared to growth rates of world exports. The study also revealed that 
the growth in the values of exports from India was mainly due to growth in quantity 
of exports and not due to real increase in unit values. This showed that Indian exports 
were becoming more competitive in terms of prices. 
Ramaswamy (1999) discussed issue of India's external sector and attributed its 
neglect to the limited international linkages of industrial firms and production. 
Accordingly a significant way of gaining entry into global market was through 
incorporation of Indian firms into international networks of trade and production. 
To enhance the competitiveness of India's export sector following routes were 
suggested by the author to be used by the Indian industry to compete in world/ global 
economy: 
1) Export processing assembly. 
2) Component supply subcontracting. 
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3) Original Equipment Manufacturing (OEM) 
4) Original Brandname Manufacturing (OBM). 
He also suggested measures which can make India an attractive base for 
international outsourcing. These included: 
1. Foreign Direct Investment, 
2. Infrastructure, 
3. Special Economic Zones, and 
4. Human Capital. 
Nayyer (2000) studied the impact of external sector reforms in India on capital 
account liberalisation. Mexican Crisis of 1994 was considered by the author as an 
important reason for discouraging India for moving ahead with capital account 
liberalisation in post reform period. 
Panagriya (2001) commended the impact of economic reforms on India's 
external sector but called for further reforms particularly in trade sector. 
Virmani (2001) viewed external sector reforms in India since 1991 as the most 
successful reforms. It had disclaimed the fear of ballooning of imports in post reform 
period, while the performance of current account and capital account, had improved 
significantly. 
Srinivasan and Tendulkar (2003) called attention towards limited capital 
account liberalization in India in post reform period and listed the fear against the 
reliability of private debt flows and the pressure of Indian industrialists who found 
themselves not competitive enough to face foreign industries as the main reason for it. 
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They suggested for corrections in India's financial sector and recommended greater 
involvements of the private sector (particularly foreign based firms) in banking. 
Bhasin (2005) argued that economic reforms strengthened the external sector 
in India but the export potentials were not fully utilized due to reservation of small 
scale industries, high transaction cost and low level of factor productivity. India has 
liberalized its FDI regime but the inflow has been limited due to wrong government 
policies and their regulatory framework. The reduction in tariff in India when 
compared to pre-reform period has been significant in the post-reform period but 
when compared to other developing countries it remains high. 
Mathur . (2005) expressed concern over the utilization of potentials of 
international trade in India. As compared to other East Asian countries, India's share 
in world trade remained low. 
Basu and Maertens (2007) hailed the surge in exports particularly of Software 
and IT and, felt that in order to fully analyse the benefits of an open economy India 
should try to overcome some of the constraints: infrastructure, rampant corruption, 
labour and bankruptcy regulation 
Tendulkar and Bhavani (2007) have suggested exchange rate adjustment as a 
better option than import controls to manage balance of payments deficits. It does not 
lead to any type of distortion in resource allocation nor does it require any complex 
administrative mechanism to implement. Yet exchange rate adjustment was never 
used as an instrument to manage the repeated balance of payment crisis under the 
presumed non-responsiveness of exports to prices. The exchange rate therefore, 
remained overvalued for most part of pre-reform period. An overvalued rupee made 
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imports cheaper and exports unprofitable and further contributed to current account 
imbalances. 
Taking a holistic perspective of economic reforms and their impacts on the 
solutions of our economic problems, Patil (2010) was critical of the measures/models 
adopted by our reformers. He asserted that India needs different sets of solutions. All 
those who talk of totally free markets do not recognize that we need broad-based 
industrialization and infrastructure development to tackle poverty in the country. Patil 
insisted that "any reforms that we intend to bring about should not be guided by the 
policy of reforms for their own sake but by the impact such reforms have on the rest 
of the economy and in particular the real sector". Patil asserted that we must not 
ignore the basic proposition that finance is a facilitator and not an end in itself. The 
financial sector is one of the components of the services sector which should generate 
its income by providing efficiency enhancing services to other sectors and not by 
appropriating their wealth/income as happened in the USA. An artificially bloated and 
lopsided growth of the financial sector, cannot be sustained for too long and it would 
eventually fall by its own weight. The failure of financial sector is likely to damage 
the rest of the economy very badly as happened by the worldwide slump of economic 
activity in 2008 leading to very high unemployment levels in many developed 
countries. Hence, as suggested by Patil, markets alone are not going to be the solution 
to all our problems. In a country like India which is abounds with poverty and 
inequalities, a broad based industrialization and infrastructure development in all the 
states/regions is a prerequisite to pull the masses of the population above the poverty 
line and the financial sector should clearly, serve as an instrument to achieve these 
objectives. 
Thus, various studies have been undertaken by the different researchers to 
assess the impact of economic reforms on India's external sector. But the time period 
covered in these studies has not been sufficient enough for analyzing the impact of 
reform measures. Further within the external sector emphasis has been given either on 
foreign trade or foreign direct investment inflows or external debt only. The present 
study is different in the sense that it covers the time period of nearly two decades 
which is sufficient for evaluating the success of reform measures. Besides we 
delineate the major policy changes in the three major fields of India's external sector 
namely: foreign trade, foreign investment and external debt and assess whether their 
impact has been upto the initial expectations and euphoria. The study is significant in 
view of growing importance of the external sector in driving Indian economy. 
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Chapter 3 
fey Economic Reforms 
Introducedin India 
Chapter -3 
Key Economic Reforms Introduced in India Since 1991 
3.1 Introduction 
From 1991 onwards India has witnessed wide ranging reforms in various 
sectors of the economy. This chapter is devoted to a brief overview of the reform 
measures that have been introduced in the important sectors of the Indian economy. 
As background to this main theme, the concept of economic reforms and the 
broad strategy adopted for their implementation in developing countries in general are 
briefly explained in Section 3.2. Section 3.3 presents a bird's eye view of the reform 
measures that have been introduced in different sectors of the Indian economy since 
1991.The final section summarizes the main conclusions of the present chapter. 
3.2. Economic Reforms: Concept and Strategy 
The term economic reforms' is probably one of the most widely used and 
popular in the field of economics today. It means an inclination towards neoliberal 
policies. Faced with the structural weaknesses on the domestic front and severe external 
shock a large number of developing countries have implemented economic reform 
during the past several decades especially since the decade of the 1980's with a view to 
ensure a better allocation of resources and thereby improve economic performance 
through changes in economic policies (Sharan and Mukherjee, 2001). The process of 
economic reform has included macroeconomic stabilization and structural adjustment. 
The main objective of stabilizing the macroeconomic system has been to restore 
the external balance on the balance of payments and to reduce inflation at a low and 
manageable level in the short run. Stabilization has been sought to be realized by means 
of measures that influence the demand side of the economy. 
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The tools have included: 
• Devaluation of overvalued exchange rates. 
• Reduction of budget deficits, raising taxes, cutting expenditure, reforming tax 
system, etc. 
• Restructuring of foreign debts. 
• Financing government debts on capital markets instead of through monetary 
financing. 
• Increasing interest rates (financial liberalization); increasing food prices; 
increasing prices of public services. 
• Controlling wages 
Structural adjustment measures have been directed towards long run 
improvements in the supply side of an economy. The scope of structural adjustment 
programme has been wider and aimed at reducing the role of the state and liberalise the 
whole economy, so that prices actually reflect scarcity and promote more efficient 
economic behavior. Discrimination against agriculture in favour of the industrial sector 
should be ended. Restrictions on trade and capital flows should be phased out. 
Protection of domestic industry by means of tariffs and quotas should be reduced. 
Domestic firms should be exposed more to foreign competition and should try to 
penetrate exports markets. Exports should follow the lines of comparative advantage. 
The adjustment packages have frequently included the following policy moves 
(Szirmai, 2005). 
Liberalisation of domestic markets 
• Abolition of price controls and liberalization of price policies; an end to the 
practice of indexing wages to inflation, abolition of minimum wage regulations. 
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Trade policy 
• Depreciation of overvalued exchange rates. A cheaper currency makes imports 
more expensive and exports cheaper. Import-substituting domestic production 
becomes more profitable. 
• Liberalisation of trade policy by abolishing imports quotas; import tariff systems 
are made more transparent and tariffs themselves are reduced. When exchange 
rates are determined by market forces, growth of imports will lead to depreciation 
of the exchange rate. This in turn makes for recovery of the external balance. 
Liberalisation of imports also undermines monopoly positions of traders who 
profited from import licensing under a protectionist regime. Former domestic 
monopolists are exposed to the discipline of international competition. 
• Striking a balance between incentives for import substituting production and 
incentives for export production, so as to promote a stronger outward orientation. 
The Public sector, Fiscal policy, Government expenditures, Public enterprises 
• Reforms of the budgetary and fiscal system, aimed at better control of 
government expenditure and more effective collection of taxes. 
• Reducing government expenditures and government deficits. 
• Restructuring the priorities in government investment. More priority to 
investment in the agricultural sector. 
• Increasing the government's capacity to formulate and execute government 
investment programmes; increasing the general efficiency of government. 
• Increasing the output and efficiency of loss-making public enterprises 
(parastatals). 
• Privatisation of public enterprises and public activities. 
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• Reducing subsidies for energy and food. Increasing taxes on consumer goods. 
Capital market 
• Liberalization of domestic and foreign capital markets. 
• Deregulation of interest rates. Higher interest rates elicit higher domestic savings. 
Higher interest costs lead to a more efficient use of capital in the production 
process. 
• Creating new financial institutions; privatization or restructuring of government 
controlled banks. 
Agricultural policy 
• Increasing agricultural prices in order to stimulate agricultural production. 
• Abolishing or limiting the role of state marketing boards that used to have a 
monopoly on the trade in food and export products. Liberalisation of agricultural 
trade. 
• Reducing subsidies for agricultural inputs. 
Industrial policy 
• Intensifying incentives for efficient production in the industrial sector, among 
others by refusing to bail out unprofitable firms and investment projects. 
Energy policy 
• Increasing the domestic prices of energy to relieve the government budget; 
promoting the domestic supply and efficient use of energy. 
Thus, economic reforms have meant macro economic variables adjustment in 
the economy by bringing about reforms of structural adjustment measures at micro 
level (a long term measure) and stabilization measures at macro level (taken to tackle 
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immediate problems, or a short term measures). These adjustments have led to radical 
changes in the existing policies. The need of adjustment was felt due to failure of 
economic mechanism in a country which slowly engulfed the entire sectors or the 
sectors critical to economic growth and development in an economy. The reasons for 
adjustment in the economy or economic reforms included external and internal 
instabilities. 
Though the stabilization programme and structural adjustment programme 
differ they complement each other. The imbalances in the economy that result in 
financial crisis in the short term are partly due to inadequacy of domestic supply with 
respect to domestic demand. This causes inflation and deficits on the current account of 
the balance of payments. In the long term removal of structural impediments and 
increased flexibility of the production structure are the best ways to prevent financial 
crisis from recurring. 
3.3 Economic Reform in India 
As is well known India faced a crisis of unprecedented severity in the early 
1990s. The budget deficit had increased from 0.9% of GDP in 1980-81 to 2.1 % of GDP 
in 1990-91. The revenue deficit during the same period had gone up from 0.2 percent of 
GDP and 3.5 percent. The gross fiscal deficit had reached the level of 8.4 percent of 
GDP in 1990-91 from 7.5 percent in 1984-85. 
The continuously growing budgetary deficit was largely financed by deficit 
financing which in turn led to inflationary pressure in the economy. By August 1991, 
the inflation rate had climbed to a peak of 17 percent. Rising prices especially that of 
food hit hard the fixed income group and made Indian products non-competitive in the 
international market. 
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The fiscal deficit was met by recourse to borrowings and the internal debt of the 
government had reached the level of 53 percent of GDP at the end of 1990-91 as 
against 35 percent of GDP at the end of 1980-81. The burden of servicing the debt was 
onerous. 
Interest payments which were 2 per cent of GDP and 10 percent of total central 
government expenditure in 1980-81 had gone up to 4 percent of GDP and 20 percent of 
total central government expenditure in 1990-91. Interest payments absorbed 36.4 
percent of total revenue collections of the central government in 1990-91. This was an 
unsustainable situation and the danger of the government falling into debt trap was real. 
The balance of payments situation was equally fragile. The current account 
deficit had reached the level of $ 9.7 billion or 3.67 percent of GDP in 1990-91 as 
against $ 2.1 billion or 1.35 percent of GDP in 1980-81. 
These continuously growing deficits had to be financed by borrowing from 
abroad. India's external debt rose from 12 per cent of GDP at the end of 1980-81 to 23 
percent of GDP at the end of 1990-91. The growing external debt led to an increase in 
debt service burden from 10 percent of current account receipts and 15 percent of 
export earnings in 1980-81 to 22 percent of current account receipts and 30 percent of 
export earnings in 1990-91. The balance of payments position was on the brink of 
disaster as in late June 1991, the level of foreign exchange reserves had dropped to 
levels which were not sufficient to finance imports of even ten days. Defaults in terms 
of financing imports and meeting debt service payments looked imminent. 
The crisis was the outcome of the long term constraints of the preceding 
decades especially the 1980s and certain immediate factors (Tripathy, 2009). After 
attaining independence from British rule in 1947, India adopted an inward looking 
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development strategy which was largely influenced by:- 
(i) The cynicism of policy-makers regarding any possible help from the rest of the 
world by way of investments, transfer of technology and trade. 
(ii) Reservation regarding the ability of the market forces to bring about, of their 
own, an optimum allocation of resources, thus, balancing the country's two 
main objectives -- `growth' and `equity'. 
The strategy sought to assert government planning over most sectors of the 
economy and to promote relative economic self-sufficiency. It was designed around 
such important basics as: extensive government spending on infrastructure, the 
promotion of the public sector, pervasive regulatory authority over private sector 
investment, and extensive use of trade and investment barriers to protect local firms 
from foreign competition. 
The strategy did pay off and India was able to achieve some economic goals 
such as rapid industrialization. But the overall effect of this strategy was the promotion 
of widespread inefficiency throughout the economy. 
In the 1980s some piecemeal economic reforms were introduced to modernize 
domestic industry and increase India's export earnings when the government strategy 
shifted in favour of liberalization and openness (OECD, 2010). This shift resulted in 
acceleration of economic growth in the 1980s. However, the economic growth during 
this period was mainly financed by expansionary fiscal policy which eventually spilled 
over to the external sector fuelling the external payment crisis in 1991. 
The two most important immediate factors which triggered the economic crisis 
in 1991 were the Gulf war of 1990 and the collapse of the Soviet Union. The Gulf war 
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led to the surge in India's oil import bill and cessation of exports to Iraq due to UN 
trade embargo on that country. 
The collapse of Soviet Union, India's major trading partner at that time further 
aggravated the economic crisis and undermined India's faith in central planning. 
To deal with this crisis, India initiated an emergency programme of economic 
stabilization aimed at correcting the weaknesses that had developed on the fiscal and 
balance of payments fronts over the past decades. Simultaneously, it also embarked on 
a programme of structural reform to remove the rigidities that had entered into the 
various segments of the economy. In this process, India introduced several fundamental 
changes in fiscal policy, the monetary and financial system, industrial policy, the 
external trade and payment system (Table 3.1). We discuss below them in a sequential 
way. 
Fiscal Reforms: 
Fiscal policy deals with government revenues and expenditure. It can be a critical 
component of the policy framework for achieving sustained growth with 
macroeconomic stability. But unproductive expenditure, tax distortions and high 
deficits may constrain the economy from realizing its full growth potential. If fiscal 
deficit remains high it can be financed by printing money or by borrowing from 
domestic and foreign sources. Increase in money supply leads to higher levels of 
inflation while borrowing might lead a country to the debt trap. Similarly high fiscal 
deficit may lead to higher import demand through expansion in aggregate money 
supply and aggregate demand. On the other hand inflation and the resultant increase in 
cost of production may reduce the competitiveness of exports resulting in a trade 
deficit. Further, external borrowings especially commercial borrowings may produce 
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The process of macroeconomic adjustment or economic reform is explained in Table 3.1 
Table 3,1 
Internal and External 	 Economic Crisis 	 Macroeconomic Adjustment o1  
Imbalances 'L.  Economic Reforms 
1 
Stabilization Programme Followed by 
1 
Structural Adjustment Programme (SAP) 
(Short term strategy) (Long term strategy) 
Expenditure Reducing Expenditure Switching 1) External Sector Reforms 
Policies Policies 2) Financial Sector Reforms 
3) Liberalization 
4) Privatization 
Reduces Aggregate Demand Increase Exports 5) Globalization 
Reduce Imports 6) Budgetary Reforms, etc. 
Fiscal Measures 	Monetary Measures 1) Fixed Exchange Rate 
2) Floating Exchange Rates 
1) 	Taxation 	1) Interest Rates 3) Currency Board 
2) 	Government 	2) Monetary Base 4) Dollarization 
Expenditure 	3) Currency Board 5) Pegged Float, etc. 
3) 	Associated 	4) Reserve 
Borrowings Requirements 
Source: Prepared by Researcher. 
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deleterious effects upon the balance of payments of the country due to higher burden of 
debt servicing and outflow of foreign exchange. Thus, at a macro-economic level, fiscal 
deficits inevitably spill into balance of payments problems and create inflationary 
pressures in the economy. 
The fiscal situation in India was under strain throughout the 1980's. But it 
reached a critical situation in 1990-91. The gross fiscal deficit of the central 
government was more than 8 percent of GDP since 1985-86, as compared with 6 
percent at the beginning of 1980's and 4 percent in the mid-1970's (Economic Survey, 
1992-93). Such fiscal deficits were mainly the outcome of unabated growth of non-plan 
expenditure and poor returns from investments made in the public sector. The deficits 
were unsustainable and identified as the underlying cause of the twin problems of 
inflation and the difficult balance of payment position. 
Therefore, the Union Budget for 1991-92 took bold steps in trade and 
industrial policy aimed at improving efficiency of the economy and improving its 
international competitiveness. This restructuring was essential to ensure longer-term 
viability in the balance of payments and to restore the conditions for rapid growth. 
These measures have had some success. There was a marked improvement in foreign 
exchange reserves, with reserves reaching Rs.11410 crore ($4.4 billion) in the third 
week of February 1992. The rate of inflation also declined from the peak level of 16.7 
percent reached in August 1991 to 11.8 percent in February 1992. However neither the 
balance of payments nor the problem of inflation could be overcome. A lasting solution 
to these problems called for sustained corrective action which continued to receive top-
priority in 1992-93. The objective of policy in coming years became consolidation of 
the gains made thus far and to bring these problems firmly under control, while 
simultaneously raising the rate of growth, and restoring the Governments capacity to 
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pursue the basic goals of generating employment, removing poverty and promoting 
equity (Economic Survey, 1991-92) 
In order to make Indian tax system more elastic and broad based government of 
India appointed Raja Chelliah Committee on Tax Reforms in 1991 (Tax Reforms 
Committee, 1991). The Committee offered various suggestions. Following are the 
suggestions: 
1) MODVAT was extended to many industries. 
2) Income tax filing procedures were simplified. 
3) Services such as— insurance, telephones, etc was subjected to taxes. 
4) Corporate tax rates were lowered 
5) Custom duties and excise duties were reduced, etc. 
Thus, the tax base was widened and direct and indirect taxes were reduced. The 
personal and corporate income taxes were reduced to 30% and 35%. The dividends 
were made taxation free for shareholders etc. 
The Union Budgets for 1996-97 and 1997-98 saw some innovative measures 
combined with further reduction in rates of income tax. Notable among these were the 
introduction of a Minimum Alternate Tax (MAT) on companies, an estimated income 
scheme for small businesses and levy of excise duty on certain items presumptively on 
the basis of their production capacity. To widen the coverage of income tax, filing of 
tax returns was made obligatory based on certain economic criteria such as ownership 
of motor vehicles, house property, foreign travel, and subscription of a telephone line. 
These base widening efforts were, however, somewhat undermined by generous tax 
concessions for investment in certain areas like infrastructure. Some relaxations were 
granted in the scheme of MAT too and a voluntary disclosure of income scheme 
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(VDIS) was launched in 1997 to map up tax on unaccounted incomes in a big way. Tax 
reforms on the states side were focused mainly on the sales tax, which by all account 
were marked by acute complexities. The aim was to install a system of destination 
principle VAT replacing the multiplicity of levies and shifting the burden of taxation 
from production to consumption (Bagchi, 1998). 
India also attempted to deal with its fiscal imbalances by reforming budget 
institutions. After a three-year discussion, the FRBM law was enacted in 2003. Its key 
objective was to restore fiscal sustainability by setting a medium term target to guide 
fiscal policy. The target was embedded within the framework that placed increased 
emphasis on transparency. 
The important fiscal measures introduced in India in post reform period have 
included: 
i. An increase in prices of petroleum products. 
ii. Net tax increases equal to 0.5 percent of GDP. 
iii. Steps to improve tax compliance, including wider deduction of tax at source. 
iv. A decision to sell up to 20 percent of equity in some public enterprises, with a 
yield of 0.4 percent of GDP. 
v. Sharp cuts in subsidies: abolition of export subsidies and sugar subsidy, and a 
rise of 30 percent in fertilizer prices. 
vi. A reduction in defence expenditure from 3.1 percent to 2.8 percent of GDP. 
vii. Cuts of 0.3 percent of GDP in transfers to public enterprises and restraint on 
other expenditure (Desai,1999) 
These measures have focused around an increase in revenues and a reduction in 
expenditure. 
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Monetary and Financial Sector Reform: 
The period since 1991-92 has witnessed some far reaching changes in the 
monetary policy framework and the monetary policy has emerged as the chief 
instrument of macroeconomic stabilization as well as a vehicle for the subsequent 
structural reforms in the financial system. 
India like most developing economies followed the path of planned 
development after independence based on the assumption that public savings would 
fund higher levels of investment. But this did not turn out to be true. The public sector 
instead of being a source of savings for the community's good became a censor of 
community's savings (RBI,2001-02:V-1). As a result, the government had to take 
increasing recourse to a draft of resources from the Reserve Bank and the banking 
system by fiat. 
The fiscal dominance affected the conduct of monetary policy and resource 
allocation in many ways. First by raising steadily the statutory liquidity ratio (SLR) to 
provide a capital market for government borrowings. This ratio was hiked to a peak of 
38.5 percent of net demand and time liabilities (NDTL) in September 1990 from 25.0 
percent in September 1964 (RBI, Ibid, p V-1). 
Second as the higher SLR failed to fund the fiscal deficit, the gap was filled by 
an almost monotonic increase in the monetization of fiscal deficit. 
Third, the excessive monetary expansion resulting from the monetisation of the 
fiscal deficit resulted in higher inflation which in turn further widened the deficit. 
Fourth to contain the inflationary impact of the monetization of the fiscal 
deficit, the RBI had to hike the Cash Reserve Ratio (CRR) which imposed an indirect 
tax on banking system. The commercial banks were forced to set aside more than 50 
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percent of their incremental resources for meeting statutory pre-emption by March 
1991. 
Finally to contain the interest burden of Public debt, the RBI administered 
interest rates, both on the lending and the deposit side. This resulted in financial 
repression and limited the interest rate channel of monetary policy transmission. 
The monetary and credit policy in the pre-reform period were also directed 
towards regulating credit with a view to curb inflationary pressure , promote its 
effective use, prevent the large borrowers from pre-empting the use of scarce credit and 
enlarge the spectrum of borrowers covered by banks in the overall context of national 
policies (RBI, 2001-02,V-2). All these led to a decline in the productivity and 
efficiency of the banking system. 
Reform in the monetary policy was considered essential to ensure 
macroeconomic stability and set free the process of price discovery with a view to 
enhancing the allocative efficiency of the financial markets. The constituents of 
monetary policy reform in India since 1991 have included: introduction of an auction 
system for the central government's market borrowings; replacement of treasury bills 
by ways and means advances (WMA); reactivisation of the bank rate; deregulation of 
interest rates and deregulation of credit (Sury, 2011). 
Reforms in the monetary policy have also been accompanied by a 
comprehensive financial sector reform. The main thrust of reforms in this sector has 
been on the creation of efficient and stable financial institutions and markets. 
Reforms in the commercial banking sector have been largely based on the 
reports of the committees set up under the Chairmanship of former RBI Governor, M. 
Narsimham. The first reports on financial system (1992) focused mainly on enabling 
and strengthening measures. It recommended: 
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1) Progressive reduction in cash reserve ratio to 3%-5%, and statutory liquidity 
ratio to 25% over the period of five years. 
2) Deregulation of Interest rates. 
3) Electronic banking. 
4) Regulation of the Banking sector by RBI. 
5) Widening of base of SEBI as a market regulator. 
6) Risk management 
7) Permission to raise capital from public by profitable bank. 
8) Capital Market Liberalization. 
9) Abolition of Branch licensing. 
10) Special tribunals to be set up for recovery of loans. 
11) Encouragement to private sector banks, including foreign banks, by liberalizing 
policies. 
The second report on Banking sector reforms placed greater emphasis on 
structural measures and recommended: 
1) Further strengthening of banking sector in India with greater autonomy for 
PSB's (public sector banks) to make them equivalent to international standards. 
This will speed up inflows of capital. 
2) Updating of banking laws. 
3) Merger of strong banks, which will encourage international trade. But the 
merger of strong bank with weak bank must be avoided. 
4) International status should be provided to two / three strong / large Indian 
banks. 
5) Small banks should be set up to enhance say, local trade. 
6) Raising capital adequacy ratio (CAR) for increasing risk absorption capacity. 
CAR should be raised to 9% in 2000 and 10% in 2002 along with panel 
provisions. 
7) 	Non-Performing Assets (NPAs) should be reduced to 3% in by the end 2002. 
Following these recommendations significant reforms in the Banking sector in 
India have been introduced since 1991. The major policy reforms include dismantling 
of administered interest rate, major reduction in SLR and CRR, abolition of firm 
specific credit controls, permission to private players including foreign participant in 
the banking sector and improving the banking supervision, etc. 
Industrial Policy Reform: 
The process of economic reforms introduced in India in 1991 got a big boost 
when the Government of India announced -a new industrial policy in the Indian 
Parliament on July 24, 1991. The new policy introduced radical changes to unshackle 
the Indian industrial economy from the cobwebs of unnecessary bureaucratic controls 
and make market internationally competitive in terms of price and quality. In pursuit of 
these objectives the government announced a series of initiatives in respect of the 
policies relating to the following areas: 
Delicensing: Prior to reforms, under the Industrial Act of 1951, all the key industries in 
India had to acquire license for establishing new units, relocate industries, capacity 
expansion, to introduce any new commodity in market etc. This process heavily 
restricted industrial development. In post reform scenario, a radical change was made. 
Industrial licensing was abolished for all except 18 industries where it was 
retained, "for reason's, related to security and strategic concerns, social reasons, 
problems related to safety and overriding environmental issues, manufacture of 
hazardous nature and articles of elitist consumption" (Government of India, 1991). 
Exemption from licensing was granted not only to the new investment projects but also 
to the existing units for expansion and manufacturing of new items. True to the 
commitment in the policy that "Government's policy will be continuity with change", 
subsequent delicensing has left only five sectors subject to compulsory licensing. These 
were: 
a) Arms and ammunition, explosives and allied items of -defense equipment, 
defense aircraft and warships. 
b) Atomic substances. 
c) Narcotics and psychotropic substances and hazardous chemicals. 
d) Distillation and brewing of alcoholic drinks. 
e) Cigarettes/cigars and manufactured tobacco and substitutes (Panagariya, 2004). 
Dereservation: Under the Industrial Policy Resolution 1956, the number of industries 
reserved for the public sector was 17. The 1991 industrial policy reduced this number 
to 8. As a result of further reviews, only atomic energy and railway transport remained 
reserved for the state. 
Disinvestment: Another important step taken to reform Indian industrial sector has 
been the disinvestment' programme. It implies privatization or transfer of public assets 
to private sector. In 1993 committee under the chairmanship of Dr. C. Rangarajan was 
set up to look into the disinvestment of public sector units (PSU's). The committee 
recommended that except for atomic energy and defense where government should 
have majority holdings in equity, PSU's can be disinvested upto any limit. Full fledge 
disinvestment commission was constituted in 1996. Following is list of few PSU's 
where partial or full disinvestment has been implemented :- 
1) 	Oil and Natural Gas Corporation. 
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2) Gas Authority of India Limited (GAIL). 
3) ' Mahanagar Telephone Nigam Limited (MTNL). 
4) Power Grid Corporations. 
5) Indian Airlines. 
6) Indian Petrochemicals Corporation Limited (IPCL). 
7) Hindustan Zinc Limited. 
8) Modern Food Industries (India) Limited. 
9) National Fertilizers Limited (NFL). 
10) LNG Petro Net. 
11) Videsh Sanchar Nigam Ltd. (VSNL), etc. 
Amendment in MRTP Act: Under this Act firms with assets above a certain size 
(Rs.100 crore since 1985) were classified as MRTP firms. Such firms were permitted to 
enter selected industries only on a case by case approval basis. This had a deleterious 
effect on many large firms in their plans for growth and diversification. The law 
regulating monopolies has been amended to remove the threshold limit of Rs. 1 billion 
on the assets of large business houses and to eliminate the need for prior approval from 
the government for capacity expansion, capacity creation, amalgamation, mergers or 
takeovers on the part of sick companies (Nayyer, 1996). The amended Act gives more 
emphasis on prevention and control of monopolistic, restrictive and unfair trade 
practices so that consumers are adequately protected from such practices. 
Liberalisation of FBI (Foreign Direct Investment) Regime: 
Industrial liberalization was accompanied by a radical restructuring of the 
policy towards foreign investment. Automatic approval of upto 51 percent of foreign 
ownership was first introduced in 34 priority sectors including mostly manufacturing 
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industries and a few services sector. The limit was subsequently raised to 74 percent 
and then to 100 percent for many of these industries. To encourage exports majority 
foreign equity ownership upto 51 percent was also allowed for trading companies 
primarily engaged in export activities. Automatic approval was provided for technical 
collaboration agreements in high priority sectors with certain conditions on royalty 
payment and in many other sectors if such agreements do not require the expenditure of 
foreign exchange. 
External Sector Reforms: 
Reforms in the external sector have been more extensive and touched upon 
every aspect of the balance of payment problem. 
To begin with, the exchange rate policy regime was changed from a fixed 
exchange rate system to market determined one. 
After gaining independence India followed the par value system of the IMF 
and the rupee was pegged to the pound sterling on account of the historic links with 
Britain. This system remained in vogue until 1975 when rupee was delinked from the 
pound and pegged to an undisclosed currency basket until 1992. During this period, 
there was no active use of changes in nominal exchange rate as a tool of 
macroeconomic management except for devaluation of rupee in 1949and 1966. The 
rupee remained overvalued during most of this period adversely affecting exports and 
generating excess demand for imports restricted by QRs (Quantitative Restrictions). 
Following the BoP crisis in 1991, the rupee was adjusted downward in two 
stages on July 1 and July 3, 1991 by around 18-19 percent against a basket of five 
currencies namely the U.S dollar, the Deutschmark, the British pound, the French franc 
and the Japanese yen. The downward adjustment of the rupee was followed by the 
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introduction of the Liberalization Exchange Rate Management System (LERMS) in 
March 1992 under which a dual (official and market determined) exchange rate system 
was adopted. Forty percent of foreign exchange receipts from exports of goods and 
services were to be surrendered at the official exchange rate while the remaining 60 
percent could be converted at the market exchange rates. But as this system was 
criticized for an implicit tax on exports resulting from the differentials in the rates of 
surrenders of exports proceeds, it was replaced by a unified market determined 
exchange rate system in March 1993. Since then the rupee has been kept on float and 
its value is determined by the forces of demand and supply in the foreign exchange 
market. The Reserve Bank of India (RBI), however, reserves the right to intervene in 
the market to enable orderly conduct (Rangarajan 1997). The rupee was made fully 
convertible on trade account in the union budget 1993-94.On August 1994, the rupee 
was made fully convertible on all current account transactions This means importers 
and exporters can acquire foreign currency at the market determined rate as opposed to 
the unfavourable government determined rate that was prevalent in the pre-reform era. 
While convertibility on trade account has been accomplished, the movement 
on the capital account convertibility has been rather slow and cautious. Currency of a 
country is deemed to be convertible on capital account when the local financial assets 
can be converted into foreign financial assets and vice versa at market determined 
exchange rates without government controls, regulations, etc. 
After making rupee convertible on current account transactions in August 
1994, the Reserve Bank of India appointed in 1997, a Committee under the 
Chairmanship Shri S.S. Tarapore, the former Deputy Governor of RBI to build a 
platform for Capital Account Convertibility in India. 
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The committee viewed that upshots in different economies differ and cannot 
be generalized or applied unanimously. The end product differs from economies to 
economies depending upon their macroeconomic performance prior to introduction of 
capital account liberalization and how far they have been successful in establishing 
their pre-conditions and timing and sequencing of measures of liberalization of capital 
account. 
For India the recommended among others that capital account convertibility is 
possible only after the pre-conditions/signposts laid down by it are met with and it 
should be sequenced over a period of three years beginning with 1997-98. 
Among the pre-conditions/signposts, it laid emphasis on : 
1. Fiscal consolidation. 
2. A mandated inflation target, and 
3. Strengthening of the financial sector. 
Fiscal Consolidation: The committee proposed a potent macroeconomic set up and 
sustainable fiscal deficit as a vital and key pre-condition for capital account 
convertibility in India. 
It recommended that gross fiscal deficit as percentage of gross domestic 
product be reduced from budgeted 4.5 percent in 1997-98 to 4.0 percent in 1998-99 and 
further to 3.5 percent in 1999-2000. 
Mandated Inflation Rate: The Committee viewed that inflation should be in single 
digit in order to instigate capital account convertibility and empowering RBI will be of 
utmost interest on inflation mandate. To quote: 
"There should be a medium-term inflation mandate approved by 
Parliament and only Parliament should alter that mandate. Once the 
mandate is given, the RBI should be given freedom to use the 
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instruments at its command to attain the medium-term inflation 
target. Intensification or withdrawal of public intervention in price 
formation or a shock in the real sectors could warrant a review of 
the mandate but there should be clear and transparent guidelines on 
the circumstances under which the mandate could be changed". 
Tarapore Committee Report (1997) 
The committee advised that there should be 3%-5% mandated rate of inflation 
for the three year period from 1997-98 to 1999-2000. 
Strengthening of the Financial Sector: For strengthening the financial system the 
committee suggested that: 
1. Interest rates to be fully deregulated in 1997-98 and any formal or informal 
interest rate controls to be abolished. 
2. CRR to be reduced in phases to 8 percent in 1997-98, 6 percent in 1998-99 and 
to 3 percent in 1999-2000. 
3. Gross non- performing assets (NPA) as percentage to total advances to be 
brought down in phases to 12 percent in 1997-98, 9 percent in 1998-99 and to 5 
percent in 1999-2000. 
4. 100 percent marked to market valuation of investment for banks. 
5. Best practices for forex risk management by banks. 
6. Banks to follow international accounting disclosure norms. 
7. Capital prescription be stipulated for market risks. (RBI 2001-02, VlT-22). 
As an important macroeconomic indicator the committee suggested that: 
1. A monitoring band of +1-5 percent around the neutral Real Effective Exchange 
Rate (REER) to be introduced and intervened by the Reserve Bank when REER 
is outside the band. 
2. Debt service ratio to be reduced to 20 percent from 25 percent. 
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3. 	The foreign exchange reserves should not be less than 6 months imports. (RBI, 
2001-02,VII-22) 
The Tarapore Committee report was a Iandmark in Indian economic history. It 
provided a comprehensive package to lead India on the road to capital account 
convertibility and integrate and globalize the Indian foreign exchange market with the 
world economy. But the major difficulty with the report was that it gave a period of 
three years only for capital account convertibility to be achieved. The period was too 
short and the pre-conditions and macro-economic indicators could not be achieved in 
such a short period. Therefore the report remained largely fallow in terms of 
implementation. The emergence of East Asian Crisis at that time further dumped all 
expectations and again caged the policies of liberalization in India. Nevertheless the 
spirit towards liberalization of capital account survived and over the years India took 
several measures in this direction. The measures are summarized as under (Misra and 
Puri, 2009): 
1. All deposits schemes for NRIs have been made fully convertible. 
2. NRIs will be free to repatriate in foreign currency their current earnings in India 
such as rent, dividend, pension, interest and the like based on appropriate 
certification. 
3. Indian citizens have been permitted to maintain foreign currency accounts out 
of foreign exchange earned / retained from travel expenses. 
4. Both, listed Indian companies and resident individuals have been permitted to 
invest abroad in companies listed in recognized overseas stock exchanges, and 
having at least 10 per cent shareholding in a company listed on a recognized 
stock exchange in India, on January 1 of the year of investment. 
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5. Indian companies are allowed to access ADRs/GDRs (American Depository 
Receipts/Global Depository Receipts) markets through an automatic route 
without approval of the Ministry of Finance subject to specified norms and 
post-issue reporting requirements. 
6. FDI is allowed upto 100 per cent on the automatic route in most sectors subject 
to sectoral rules/regulations applicable. 
7. The new policy announced in January 2004 significantly raised the ceiling 
under the automatic route from US $ 50 million. ECBs (external commercial 
borrowings) have now been allowed under an automatic route upto US $ 500 
million (for ECBs with average maturity of more than 5 years) and upto US $ 
20 million (for ECBs between 3 to 5 years of average maturity). 
8. Indian parties are allowed to make direct investment in a joint venture/wholly 
owned subsidiary outside India without prior approval of the Reserve 
Bank/Government subject to certain conditions. 
9. Investment in overseas financial sector is also permitted subject to certain terms 
and conditions. 
10. A person resident in India being an individual is permitted to acquire foreign 
securities by way of gift, inheritance or under cashless Employees Stock Option 
Scheme (ESOP). In addition, employees or directors of the Indian 
office/branch/subsidiary of a foreign company or an Indian company are 
permitted to acquire ESOPs against remittance without any monetary limit. 
11. Indian corporates who have set up overseas offices have been allowed to 
acquire immovable property outside India for their business as well as staff 
residential purpose. 
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12. Two categories of EEFC (Exchange Earners' Foreign Currency) account 
holders have been specified, one those who can retain upto 100 per cent of their 
receipt in foreign exchange and others who can retain 50 per cent. A 100 per 
cent Export Oriented Unit (EOU) or a unit situated in (a) Export Processing 
Zone (EPZ) or (b) Software Technology Park (STP) or (c) Electronic Hardware 
Technology Park (EHTP), status holder exporters, professionals are eligible to 
credit upto 100 per cent of their foreign exchange receipts to their EEFC 
account. 
13. An NRI is permitted to purchase/sell shares and/ or convertible debentures of an 
Indian company through a registered broker on a recognized stock exchange 
under certain conditions. 
14. ADs (Authorized Dealers) in India are permitted to borrow in foreign currency 
subject to certain conditions. 
15. ADs have been given freedom to undertake investments in overseas markets 
subject to the limits approved by the bank's Board of Directors. 
16. Commercial banks have been permitted to provide, at their discretion, buyers 
credit/acceptance finance to overseas parties for facilitating exports of goods 
and services from India subject to certain conditions. 
17. Mutual Funds have been permitted on application, after obtaining necessary 
permission from SEBI, to invest in ADRs/GDRs of Indian companies and rated 
debt instrument in overseas market. Recently, they have also been permitted to 
invest in equity of overseas company, subject to conditions applicable to 
corporates/individuals. RBI has recently raised the Iimit on overseas investment 
by mutual funds from $5 billion to $7 billion. 
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18. General permission has been granted to registered foreign institutional investors 
to purchase shares/convertible debentures of an Indian company through 
offer/private placement subject to specified ceiling. 
19. Banks fulfilling certain criteria have been permitted to import gold. Banks have 
also been permitted to accept gold under the Gold Deposit Scheme. 
20. On February 4, 2004, the Reserve Bank allowed the resident Indians to remit up 
to $ 25,000 a calender year for any current or capital account transaction, or a 
combination of both (this limit has been raised in a phased manner to 
$2,00,000). This provision enables resident Indians not only to open and operate 
foreign currency accounts outside India, but also to use the money remitted to 
those accounts to acquire financial or immovable assets without prior approval 
from Reserve Bank. 
21. In a further step towards capital account convertibility, the government relaxed 
remittance norms further on February 6, 2004. As a result of these relaxations 
(i) no permission is now needed to buy health insurance from abroad; (ii) short-
term credit for overseas offices will not need Reserve Bank permission; (iii) 
advertisements on foreign television channels have been allowed without any 
ceiling; (iv) no Reserve Bank approval is required for payment of royalty and 
fees for technical collaborations; (v) restrictions on use of trademarks and 
franchise have been removed: and (vi) dancers, wrestlers and entertainers will 
not require Reserve Bank permission for making remittances abroad. 
22. As per guidelines issued on January 12, 2005 (i) transfer of shares in an existing 
Indian company has been allowed under automatic route except in (a) financial 
sector and (b) where the provisions of Securities and Exchange Board of India 
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(substantial acquisitions of shares and takeover) regulations are attracted; (ii) 
conversion of ECB/loan into equity has been allowed under the automatic route 
provided the activity is covered under the automatic route and the foreign equity 
after such conversion falls within the sectoral cap; and (iii) conversion of 
preference shares into equity has been allowed under the automatic route 
provided the increase in foreign equity participation is within the sectoral cap in 
the relevant sectors and the activity is under the automatic route. 
23. In a phased manner, RBI has liberalized limits on the overseas investment by 
companies from 200 per cent to 400 per cent of their networth. This is due to 
the reason that many Indian companies are now acquiring large companies 
overseas. 
The problem of capital account convertibility was revisited in 2006, with 
expanded contours. The performance of Indian economy in past nine years (1997-2006) 
played a critical role in generating confidence among policy makers to wind back the 
Tarapore Committee Recommendations, with further modifications. In 2004, India 
became one of the fourth richest economies of the world in terms of purchasing power 
parity (PPP) index. Despite stringent capital controls, India's performance of capital 
account was stunning in terms of stupendous increase in non-debt capital inflows. This 
motivated India to go for full capital account convertibility to seek better access to 
international capital and achieve better integration of the Indian economy into the 
world economy. 
The Prime Minister, Dr Manmohan Singh in a speech at the Reserve Bank of 
India, Mumbai, on March 18, 2006, also advocated the capital account convertibility 
and urged the RBI to draw up a roadmap for this. To quote: 
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"Given the changes that have taken place over the last two decades, 
there is merit in moving towards fuller capital account convertibility 
within a transparent frame ..... I will therefore, request the Finance 
Minister and the Reserve Bank to revisit the subject and come out 
with a roadmap based on current realities". 
Report on Fuller Capital Account Convertibility (2006) 
Dr. Y.V. Reddy, the then Governor of the Reserve Bank of India (RBI), in 
consultation with the Government of India, appointed, a committee under the 
chairmanship of the same Shri S.S.Tarapore on March 20,2006, for setting out a 
roadmap towards Fuller Capital Account Convertibility. 
The terms of reference of the Committee were: 
1) To review the experience of various measures of capital account liberalization 
in India. 
2) To examine implications of fuller capital account convertibility on monetary 
and exchange rate management, financial markets and financial system. 
3) To study the implications of dollarization in India of domestic assets and 
liabilities and internationalization of the Indian rupee. 
4) To provide a comprehensive medium term operational framework, with 
sequencing and timing, for fuller capital account convertibility taking into 
account the above implications and progress in revenue and fiscal deficit of 
both centre and states. 
5) To survey regulatory framework in countries which have advanced towards 
fuller capital account convertibility. 
6) To suggest appropriate policy measures and prudential safeguards to ensure 
monetary and financial stability, and 
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7) 	To make such other recommendations as the Committee may deem relevant to 
the subject (Report on Fuller Capital Account Convertibility, 2006). 
The Committee submitted its report to the RBI on July 31,2006. 
Taking lessons from cross country experiences in fuller convertibility on 
capital account , the committee suggested a number of pre-conditions for the success of 
capital account liberalization in India. These included a strong macroeconomic 
framework, sound financial systems and markets and prudential regulatory and 
supervisory architecture. 
It detailed a broad five year frame for movement towards fuller convertibility 
in three phases: 
Phase I (2006-2007). 
Phase 11 (2007-08 to 2008-09). 
Phase III (2009-10 to 2010-11). 
It recommended the meeting of certain indicators/targets as a concomitant to 
the movement towards fuller convertibility of the rupee on capital account. These 
included: 
1. Meeting FRBM targets; shifting from the present measure of fiscal deficit to a 
measure of the Public Sector Borrowing Requirement (PSBR); 
2. Segregating Government debt management and monetary policy operations 
through the setting up of the Office of Public Debt independent of the RBI; 
1 	 3. 	Imparting greater autonomy and transparency in the conduct of monetary policy; 
and slew of reforms in banking sector including a single banking legislation and 
reduction in the share of Government / RBI in the capital of public sector banks; 
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4. Keeping the current account deficit to GDP ratio under 3 per cent; and 
5. Evolving appropriate indicators of adequacy of reserves to cover not only import 
requirements, but also liquidity risks associated with present types of capital 
flows, short-term debt obligations and broader measures including solvency. 
Some of the significant measures to be implemented in a sequenced manner as 
for the given roadmap included: 
1. Raising the overall external commercial borrowing (ECB) ceiling as also the 
ceiling for automatic approval gradually; 
2. Keeping ECBs of over 10-year maturity in Phase I and over 7-year maturity in 
Phase II outside the ceiling and removing end-use restriction in Phase f; 
0 Monitoring import-linked short-term loans in a comprehensive manner and 
reviewing the per transaction limit of US $ 20 million; 
4. Raising the limits for outflows on account of corporate investment abroad in 
phases from 200 per cent of net worth to 400 per cent of net worth; 
5. Providing Exchange Earners Foreign Currency Account holders access to foreign 
currency current' savings accounts with cheque facility and interest bearing term 
deposits; 
Prohibiting FIIs from investing fresh money raised through Participatory Notes 
(PN), after providing existing PN-holders an exit route so as to phase them out 
completely within one year; 
Allowing non-resident corporates (and non-residents) to invest in the Indian stock 
markets through SEBI-registered entities including mutual funds and portfolio 
management schemes who will be individually responsible for fulfilling know 
your customer (KYC) and Financial Action Task Force (FATF) norms; 
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8. Allowing institutions/corporates other than multilateral ones to raise Rupee bonds 
(with option to convert into foreign exchange) subject to an overall ceiling which 
should be gradually raised; linking the limits for borrowing overseas to paid-up 
capital and free reserves, and not to unimpaired Tier I capital, as at present, 
raising it substantially to 50 per cent in Phase-1, 75 per cent in Phase Hand 100 
per cent in Phase III; 
9. Abolishing the various stipulations on individual fund limits and the proportion in 
relation to net asset value; 
10. Raising the overall ceilings from the present level of US$2 billion to US$3 billion 
in Phase 1, to US$4 billion in Phase II and to US$5 billion in Phase HI; raising the 
annual limit of remittance abroad by individuals from existing US$ 25,000 per 
calendar year to US$ 50,000 in Phase I, US$ 100,000 in Phase H and US$ 
200,000 in Phase III; allowing non-residents (other than NRIs) access to Foreign 
Currency Non-Resident (FCNR(B)) and Non-Resident (External) Rupee Account 
(NR(E)RA) schemes. 
Thus, since the early 1990's, the Indian economy has been moving 
progressively towards integration into the global economy. The rupee is now fully 
convertible on the current account and considerable progress has been made in making 
it convertible on the capital account. However, the movement on the capital account 
convertibility have been rather slow and cautious. India believes that full convertibility 
on capital account is a process rather than a single event. 
In the field of international trade the basic objective of policy changes has been 
the creation of an environment for achieving rapid increase in exports, raising India's 
1 
share in world exports and making exports an engine for achieving higher economic 
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growth. The focus of these reforms has been on-156ralization, openness, transparency 
and globalization with a basic thrust on outward orientation (Economic Survey, 
2001-02). Major elements of these reforms have included the substantial reduction in 
import duties, and a drastic rationalization of tariff structure , dismantling of non-tariff 
barriers, measures to ensure adequate and timely availability of bank credit for trade 
finance at competitive interest rates, an appropriate institutional arrangement for 
supporting a vigorous export drive (For further details see Chapter. 4). 
Trade reforms have also encompassed a vast range of tradable services. In view 
of the growing importance of the service sector in Indian economy, India's stance 
towards General Agreement on Trade in Services (GATS) has changed considerably. 
India has a comparative advantage in Mode 1 and Mode 4 type of services and has 
displayed keenness in pushing its interests with the other member nations. 
Reforms in external sector have also included foreign investment. To-day FDI 
is regarded as something that needs to be promoted rather than permitted. Almost all 
sectors of the economy have been opened up to FDL The foreign ownership cap has 
been raised to 100 percent in most of the sectors. FDI is encouraged through a very 
liberal but dual route: a progressively expanding automatic route and a case by case 
route (For further details see Chapter 5). As a result FDI inflows have accelerated 
considerably. Portfolio investments are restricted to select players particularly approved 
institutional investors and NRI's. 
Indian companies are permitted to access international markets through 
GDRs/ADRs under an automatic route subject to specified guidelines. 
Foreign investment in the form of Indian Joint Ventures abroad is also 
permitted. 
Restrictions on outflows involving Indian Corporates, banks and those who earn 
foreign exchange (like exporters) have also been liberalized over time subject to certain 
prudential guidelines. 
The period since reforms has also witnessed redesigning of policies concerning 
External Commercial Borrowings (ECBs). 
3.4 Concluding Remarks 
To conclude, the years after 1990-91 have witnessed some far reaching changes 
in the approach to and conduct of India's economic policy. The basic objective 
underlying the changes in policy has been to put the Indian economy on a sustainable 
path of high growth by freeing the economy from the state intervention either in the 
form of planning mechanism or various types of controls. The changes have fallen 
broadly under two categories: macroeconomic reforms and structural adjustments. The 
first group of measures have been directed at short term stabilization aiming at inflation 
control and wiping out of the balance of payments deficits. This is a short run facet of 
economic reforms focusing on demand management through reduction of fiscal 
deficits, rationalization of subsidies and cutting down of government expenditure. The 
second set of measures have dealt with structural reforms and directed towards long run 
improvements in the supply side of the economy. The programme has been more wide 
ranging and involved all vital sectors of the economy. 
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Chapter 4 
Reforms and India's Foreign Trade Sector 
4.1 Introduction 
We have noted in the preceding chapter that reforming foreign trade was the 
important step in the direction of India's external sector reform. In the present chapter 
we briefly outline the important trade policy reforms introduced since 1991 and assess 
their impact on the trade performance to reflect on India's success in realizing her 
expectations from such reforms. Here, it is important to note that actual trade outcomes 
depend on many other factors both external and internal. Therefore, an exact 
quantification of the relative impact of trade reforms vis-a-vis other factors on India's 
trade performance is not the objective of this chapter. We merely concentrate on the 
modest task of exploring whether the major indicators of India's foreign trade have 
undergone noticeable changes during the post- reform period as compared with the pre-
reform period. In order to analyze and capture the influence of changes in policy at the 
aggregate level India's trade performance during 1992-1993 to 2009-2010 (the post 
reform period) is compared with that during 1980-1981 to 1990-1991 (the pre reform 
period). The year 1991-1992 is not taken into account due to economic crisis of 1991. 
The post reform period is further sub-divided into two time periods covering 1992-1993 
to 2000-2001 and 2001-2002 to 2009-2010 to assess the impact of trade reforms more 
intensely. 
To put the problem in proper perspectives, evolution of India's foreign trade 
regime since independence is discussed in the next section. The focus of this section is 
on broad policy measures adopted since 1991. Section 4.3 is devoted to an assessment 
of impact of reforms on India's foreign trade: its growth, composition and directional 
shift. The constraints operating on India's trade front and the strategy for its future 
expansion are discussed in Section 4.4. Finally in Section 4.5 we summarize the main 
conclusions of the chapter. 
4.2 Evolution of India's Foreign Trade Regime since Independence 
Reflecting the change in the perception towards the external sector and its role 
in the overall strategy of development, the policies relating to India's foreign trade have 
over the years undergone significant changes. These changes may be discussed under 
three phases of evolution. The first phase covered three decades after independence 
when India was heavily influenced by Soviet planning and adopted an inward looking 
development strategy wherein import substitution constituted a major element of both 
trade and industrial policies. The strategy was based on the premise that given the 
export base, technological capabilities, production structure, "elasticity pessimism" of 
the traditional export sector and a large domestic market, it may be difficult for the 
country to have a growth strategy mainly based on exports. Imports were regulated both 
by high tariff and quantitative restrictions. Import tariffs, based on the 
recommendations of the Tariff Commission, were initially used to provide infant-
industry protection to selected industries. 
The strategy of import-substituting industrialization while promoted 
development of industries in the country, discouraged competition, economic efficiency 
and expansion of exports. Exports were relegated to the periphery as a residual sector. 
India became increasingly insulated from the world economy. The volume of world 
exports expanded at an average rate of 7.9 percent annually from 1950-1973, but 
India's exports grew by only 2.7 percent annually (Srinivasan and Tendulkar, 2003). 
This widening gap between world and Indian exports resulted in the declining share of 
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the latter into the market of the former and similar trend was visible in the depth and 
degree of India's integration with the world economy. The share of India's exports in 
GDP declined from 7.3 percent in 1951 to the lowest level of 3 percent in 1965 and 
remained below 4 percent until 1973. 
The need to correct the anti-export bias brought about some changes in India's 
external sector policies in the 1970's. Several export promotion measures were 
introduced in the form of export incentives and export services to generate higher 
exports on a sustained basis. But protective quotas remained more or less intact and 
domestic industry continued to be protected from import competition. The important 
measures undertaken in the field of foreign trade during this phase are summarized in 
Table 4.1. 
Table 4.1 
Measures Introduced in India to Influence Foreign Trade during 
1949-1950 to 1979-1980 
Plans Policy Measures 
The desire to save foreign exchange reserves was expressed in the 
first five year plan (1951-1956). To control and regulate exports 
First Plan and imports in the certain select commodities state trading was 
considered necessary plan. 
Since the middle of second five year plan (1956-1961) a series of 
measures were initiated with the objective of stepping up exports. 
Second Plan The measures in questions were fairly widely conceived and 
included organizational changes, increased facilities and 
incentives and diversification of trade. 
The third five year plan (1961-1965) provided various measures 
for expanding exports. The plan divided the expanding of exports 
Third Plan under two groups namely. 
1. 	General policies 
2. 	Measures relating to specific commodities. 
Further the third five year plan asked for the availability of 
surpluses for exports at prices competitive with those of other 
suppliers in international markets. The third plan tried to explore 
the possibility of supplementing export earnings with external 
assistance. 
The three Annual Plans (1996-1969) began with the devaluation of 
rupee on 6 h` June 1966 to solve the balance of payment problems 
and trade problem. This was followed by import liberalization 
policies. The principal policy measures taken with devaluation 
Annual Plan 
included liberal import policy for 59 priority industries in which 
arrangements were made to meet the requirements for raw 
materials, components and spares in full (Initially for six months). 
Further modifications, adjustments and extensions in export 
policies were initiated. 
The Fourth five year plan (1969-1974) stated that export quotas 
should be kept to the minimum, specially in case of primary 
agricultural products, unless there were overriding considerations 
to justify such action. The fourth plan laid stress on adequate 
Fourth Plan 
provision for modernization and rehabilitation of manufacturing 
units as part of export promotion efforts in case of traditional 
exports. For increasing exports of non-traditional items, special 
emphasis was placed on wider publicity. 
In order to have sustained level of growth rate of exports during 
the fifth five year plan (1974-1979), the exploitation of both 
Fifth Plan supply and demand were considered necessary for export of 
products of manufacturing sector. This plan - laid emphasis on 
tapping 	markets 	where 	India 	enjoyed 	distinct 	locational 
advantages. 
Source: Inputs from various issues of Economic Survey, Ministry of Finance, Government of 
India, New Delhi. 
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Trade policies were considerably liberalized during the 1980's when licensing 
and high regulations gave way to a more open regime especially during the second half 
of the decade. This change was influenced, interalia, by the recommendations of a 
number of committees, which were set up during the 1970's and the 1980's. The two 
prominent committees set up were the Committee on Import Export Policies and 
Procedures (Chairman: P.C. Alexander, 1978) and the Committee on Trade Policies 
(Chairman: Abid Hussain, 1984). The Alexander Committee recommended the 
simplification of the procedure of import licensing and provided a framework involving 
a shift in the emphasis from "control" to "development". The Abid Hussain Committee 
envisaged "growth led exports" rather than "exports led growth" and stressed upon the 
need for harmonization of foreign trade policies with other economic policies arguing 
for a phased reduction of effective protection (Kapila, 2004). 
Influenced by the recommendations of these committees, some long-term 
changes were introduced in India's foreign trade policy during the decade of the 
1980's. These changes are summarized in Table 4.2. 
Table 4.2 
Trade Liberalization Measures Introduced in India During 1980's 
Periods Policy Measures 
i) The import of raw material components and consumables were 
divided 	into 	banned 	items, 	restricted 	' items 	and 
canalised items. 
ii) The items which did not appear in the above lists were allowed 
1980=1981 import by Actual users under Open General License. 
iii) Import replenishment licenses 	were provided to registered 
exporters to make Indian products more competitive in global 
markets. 
i)  Import replenishment license scheme was extended to all 
manufacturers whether they were exporting their products 
directly or through agents. 
1981-1982 
ii)  Big trading houses and corporate were provided incentives to 
encourage exports. A new scheme of Trading House was 
introduced in 1981-82. 
i)  Emphasis on simplification of procedure related to export/import. 
ii)  Efforts to raise productivity of Indian industries to increase 
exports. 
1982-1983 
iii) Import replenishment licenses were made attractive. 
iv)  Technological imports were emphasized. 
v)  NRZs were given attractive offers to invest in India. 
i)  Enhanced access to exporters exporting value added items. 
ii)  Import of old machinery, second hand machinery were prohibited 
1984-1985 
with the object to raise productivity & hence production. 
iii) Committee on Trade Policy was set up in July 1984. 
i)  Export-Import Policy for three years was implemented. 
1985-1986 
ii)  Computer Software Policy was announced. 
i)  Fourteen thrust sectors were selected for exports. 
1986-1987 
ii)  Promotion of gems and jewellery for exports. 
i)  Giant export replenishment was given to export deals in barter. 
ii)  Duty exemption schemes for Advance license were enlarged to 
1987-1988 
include all items of inputs. 
iii) Further import-export passbook scheme was revamped. 
Three years policy was announced in March 1988, with greater 
1988-1989 
emphasis on exports. 
i)  Trade policy modified. 
1989-1990 
ii)  Inessentials and low priority imports were reduced. 
Source: Same as for Table 4.1. 
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Notwithstanding these measures the trade regime in the 1980's continued to 
be characterised by the overwhelming presence of the licensing mechanism and a high 
level of tariffs which protected the economy from external competition. In other words, 
the decade of the 1980's witnessed a timid initiative and not the proper beginning of 
liberalisation process in India. 
India entered the decade of the 1990's with large imbalances on the internal and 
external accounts. In 1990-91 all crucial indicators of Indian economy were running in 
danger zone (For detail see Chapter 1 Section 1.1 of the present study). To overcome this 
crisis India introduced wide ranging reforms in economic policies. This led to significant 
changes in the trade regime as well. Since then India has brought about distinct changes 
in its•trade policy with a view to create an environment for achieving rapid increase in 
exports, raising India's share in world's exports and making exports an engine for 
achieving higher rate of growth. The measures that have been taken to achieve this goal 
can be discussed under the following heads: 
(i) Rationalisation of exchange rate policy. 
(ii) Liberalisation of imports. 
(iii) Incentive to exporters. 
(iv) Simplification of procedural formalities and fostering of transparency. 
In the very first week of July 1991, the rupee was depreciated by around 20% 
vis-a-vis the basket of five currencies, viz, the US dollar, the Deutschmark, the British 
pound , the French franc and the Japanese yen (Sharan and Mukherjee, 2001). In March 
1992, partial convertibility of the rupee was introduced through a dual exchange rate 
system known as the Liberalised Exchange Rate Management System (LERMS). 
Under this system 40 percent of the current receipts were required to be surrendered to 
r: 
the Reserve Bank at the official exchange rate while the rest sixty percent were 
converted at the market exchange rate (Pattnaik, Kapur and Dhal, 2003). In March 
1993, rupee was made fully convertible on trade account with the introduction of 
unified market determined exchange rate system. By August 1994, the rupee was made 
fully convertible on current account. 
Liberalisation of imports was considered as pre-requisite for expansion of exports. 
On the eve of reforms, in 1990-91, the import-weighted average of tariffs for all import 
stood at 87% (with tariffs on some imports exceeding 300%). Import-weighted average 
tariffs on consumer goods imports were as high as 164%. In addition, some non-tariff 
barriers, particularly quantitative restrictions applied to virtually all imports. During the 
decades of reforms, import-weighted average tariffs declined to 24.6% by 1996-1997, 
only to increase to 30.2% by 1999-00, in part because of a surcharge of 10% on tariffs 
imposed in 1997-98 (World Bank, 2000). The surcharge was abolished in the budget 
for 2001-02. As of the fiscal year 2000-01, there are just four major tariff categories 
(35%, 25%, 15% and 5%), although most imports attract tariffs of 25% and 35%. 
Quantitative restrictions (QRs) on most imports have been abolished as of April 1, 
2001. However, while abolishing QRs on agricultural imports, tariffs have been raised 
to high levels. While it is understandable that the agricultural sector, insulated for a 
long time from world markets, would need time to adjust to possible competition from 
imports, raising tariffs to very high levels without at the same time indicating a time 
schedule for bringing them down to reasonable levels indicates an apparent lack of a 
firm commitment to further trade liberalization (Srininvasan, 2001). 
Efforts have also been made to strengthen the channel of exports and ensure 
transparency and simplification of procedures over the past two decades to create an 
environment for expansion of exports. 
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The important measures affecting foreign trade during the past two decades are 
listed in Table 4.3. 
Table 4.3 
Main Measures Taken to Promote India's Foreign Trade since 1991 
Periods Policy Measures 
i) New Import —Export policy was formulated. 
ii) Services exports were encouraged. 
1990-1991 
iii) Replenishment rates were modified to encourage higher value 
added products. 
i) EXIM policy for five years 1992-1997 was implemented. 
ii) Since 1992 imports were regulated through a limited negative 
1992-1993 
list. 
Under the Duty Exemption Scheme and the Export Promotion of 
1994-1995 
Capital Goods scheme third party exports were given benefits. 
i) Quantitative restrictions were phased out in the form of licensing 
and other discretionary controls. 
ii) More than 3000 tariff lines covering raw materials, intermediates 
1995-1996 
and capital goods were freed of import licensing requirements. 
iii) Controls on imports were Iiberalised with only small list of items 
in negative list, 
1997-1998 EXIM Policy 1997-2002 constituted. 
i) 	In wake of the adverse impact of Asian crisis on India's 
exports , various measures were announced in August and 
September 1998, such as: 
1998-1999 a) Exports under all export promotion schemes were exempted 
from Special Additional Duty. 
b) Simplification of bond-furnishing procedures for exporters. 
c) Tax holiday for EOU/EPZ to 10 years, etc. 
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i) 	Import of 894 items was made license free and another 414 items 
were allowed to be imported against Special Import License. 
ii) Free Trade Zones replaced Export Processing Zones. 
1999-2000 iii) Green card for exporters exporting 50% of their production. 
iv) Duty free imports of consumables up to certain limits for gems 
and jewellery, handicrafts and leather sectors. 
v) Golden status certificates for Export and Trading Houses. 
i) Quantitative restrictions removed from 714 tariff fines. 
2001-2002 
ii) Setting up of Special Economic Zones. 
2002-2003 Agricultural exports promoted. 
Efforts were made to make India hub of gems and jewellery by 
2006-2007 
accelerating their exports. 
i) Continued emphasis on Special Economic Zones. 
2008-2009 
ii) Exports duty on Iron ore fines was eliminated. 
i) 27 new markets added under the Focus Market Scheme (FMS) 
with incentive of duty credit scrip at 3% of exports. 
ii) The Zero duty Export Promotion Capital Goods Scheme and 
2010-2011 Status Holder Incentive Scrip Scheme introduced in 2009 for 
limited sectors and valid only for two years initially, extended by 
one more year till 31 March, 2012 and the benefit of scheme 
expanded to other sectors. 
Source: Same as for Table 4.1. 
4.3 Trade Reforms and Trade Performance of India 
The effectiveness of India's new trade regime in promoting the country's 
foreign trade can be assessed on the basis of different criteria. We list and discuss some 
of them as under: 
(i) Expansion of Foreign Trade: 
Table 4.4 (Figure 4.1) presents a comparative view of India's exports, imports 
and the resulting balance of trade over the period 1980-81 to 2009-10. It shows that 
over the years 1980-81 to 1990-91 India's exports increased by 2.14 times rising from 
$8486 million to $18143 million. During the same period India's imports increased by 
1.5 times rising from $ 15869 million to $ 24075 million. The post reform years (1992-
93 to 2009-10) witnessed a surge in both exports and imports when they increased by 
9.6 times and 13.18 times respectively. In 1992-93 India's exports in value terms were 
$18537 million which increased to $ 178751 million in 2009-10. Imports during the 
same period increased from $ 21882 million to $ 288373 million. Thus, India's trade 
performance increased significantly in the post reform period compared to that of pre-
reform period. Further within the reform period exports increased by 2.40 times during 
the sub-period 1992-93 to 2000-01 and by 4.07 times in the sub-period 2001-02 to 
2009-10. The increase in imports during the two sub-periods was 2.30 and 5.60 times 
respectively. 
On an average annual basis, export growth during the post reform period at 14 
percent was higher than that of 8 percent registered during the pre-reform period (Table 
4.5). Further within the reform period exports increased by 11 percent per annum 
during the sub-period 1992-93 to 2000-01 and accelerated to 17 percent per annum in 
the sub-period 2001-02 to 2009-10. 
Similarly the average import growth observed during the post reform period at 
17 percent was more than double of that recorded in the pre-reform period (8 percent). 
Imports increased at 12 percent per annum during the first sub-period and jumped to the 
level of 22 percent per annum in the second sub-period. 
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Table 4.4 
Trends in India's Foreign Trade: 1980-1981 to 2009-2010 
(values in US $ million) 
Year 
Exports 
(including 
re-exports) 
% change 
over 
preceding 
year 
Imports 
% change 
over 
preceding 
year 
Trade 
Balance 
1980-81 8486 7 15869 40 --7383 
1981-82 8704 3 15174 -4 -6470 
1982-83 9107 5 14787 -3 -5680 
1983-84 9449 4 15311 4 -5862 
1984-85 9878 5 14412 -6 -4534 
1985-86 8904 -10 16067 11 -7163 
1986-87 9745 9 15727 -2 -5982 
1987-88 12089 24 17156 9 -5067 
1988-89 13970 16 19497 14 -5527 
1989-90 16612 19 21219 9 -4607 
1990-91 18143 9 24075 13 -5932 
1991-92 17865 -2 19411 -19 -1546 
1992-93 18537 4 21882 13 -3345 
1993-94 22238 20 23306 7 -1068 
1994-95 26330 18 28654 23 -2324 
1995-96 31797 21 36678 28 -4881 
1996-97 33470 5 39133 7 -5663 
1997-98 35006 5 41484 6 -6478 
1998-99 33218 -5 42389 2 -9171 
1999-00 36822 11 49671 17 -12849 
2000-01 44560 21 50536 2 -5976 
2001-02 43827 -2 51413 2 -7587 
2002-03 52719 20 61412 19 -8693 
2003-04 63843 21 78149 27 -14307 
2004-05 83536 31 111517 43 -27981 
2005-06 103091 23 149166 34 -46075 
2006-07 126414 23 185735 25 -59321 
2007-08 163132 29 251654 35 -88522 
2008-09 185295 14 303696 21 -118401 
2009-10 178751 -4 288373 -5 -109622 
Source: Economic Survey 2010-2011, Ministry of Finance, Government of India, New Delhi, 
p.481. 
Figure 4.1 
Trends in India's Foreign Trade: 1980-1981 to 2009.2010 
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Table 4.5 
Annual Average Growth Rates of India's Foreign Trade: 1980-1981 to 2009-2010 
(values in US$ million and growth rates® in percent) 
Periods Exports Growth Imports Growth Trade 
{(including rate (Period rate Balance 
re-exports) Average) 
Period 
Average}  
Pre-Reform Period 11371.55 8 17208.5 8 -5837 
1980-1981to 
1990-1991 
Post-Reform Period 71254.78 14 100825 17 -29570 
1992-1993 to 
2009-2010 
a) 1992-1993 to 31330.88 11 37081.44 12 -5750.56 2000-2001 
b) 2001-2002 to 
111178.66 17 164568.3 22 -53389.9 2009-2010 
Overall Period 
1980-1981 to 2009- 47517.93 11 67451.77 12 -19933,9 
2010 
@: simple arithmetic average. 
Source: Computed from the data given in Table 4.4. 
The above trends in India's trade performance during the post reform period is 
further confirmed if we compute the trend rate of growth for it. The estimated growth 
rates are given in Table 4.6. The Table 4.6 shows that the trend rate for the post reform 
period in exports at 9.3 percent per annum was higher than 7.4 percent applicable for 
the pre-reform period. The corresponding rate for imports was 15.6 percent per annum 
in the post reform period as against 4.2 percent in the pre-reform period. The 
performance of both exports and imports improved substantially during the second 
period of reform (2001-02 to 2009-10) compared to first period (1992-93 to 2000-01). 
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Table 4.6 
Trend Growth Rates in India's Foreign Trade: 1980-1981 to 2009-2010 
Exports 
Periods/Values j3 t value R 
Pre-Reform Period 
1980-1981to 1990- 
1991 
7.4 6.35 .81 
Post-Reform Period 
1992-1993 to 2009- 
2010 
9.3 3.89 .487 
a) 1992-1993 to 
2000-2001 
9.3 7.44 .88 
b) 2001-2002 to 
2009-2010 
19.5 16.35 .97 
Overall Period 
1980-1981 to 2009- 
2010 
10.7 24.85 .95 
Imports 
Periods/Values t-value R 
Pre-Reform Period 
1980-1981 to 1990- 
1991 
4.2 4.5 .693 
Post-Reform Period 
1992-1993 to 2009- 
2010 
15.6 15.9 .94. 
a) 1992-1993 to 
2000-2001 
10.9 9.85 .93 
b) 2001-2002 to 
2009-2010 
24.2 16.13 .97 
Overall Period 
1980-1981 to 2009- 
2010 
10.0 14.23 .88 
All trend values are significant at 5% level of significance. 
Source: Estimated on the basis of the data given in Table 4.4. 
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Thus, following the introduction of reforms the foreign trade scenario in India 
has undergone considerable change and there has been sizeable increase in the value of 
both exports and imports. However, one cannot overlook the fact that the growth in 
India's exports has failed to keep pace with the growth in imports. Consequently trade 
deficits have continued to plague the economy. 
ii) Share in World Exports and Imports: 
Another criterion to assess the impact of reform could be India's share in world 
exports and imports as this share depends on the absolute and relative performance of 
trade. Table 4.7 presents India's value of exports vis-a-vis world exports over the years 
under study. 
It shows that the penetration of India's exports in the global market was very 
limited in the pre-reform period and made little difference to the country's relative 
position in world exports. The share remained around 0.5 percent in this period. In the 
post reform period, there was considerable buoyancy in India's exports. It increased at 
rates substantially higher than the world exports growth with the exception of the year 
1998. Consequently Indias share in world exports went up from 0.53 percent in 1992 
to 1.11 percent in 2008 indicating rising penetration of exports from the former into the 
market of the latter (Figure 4.2). 
On. an annual average basis, India's exports throughout. the period of study 
expanded at a faster rate than that of world exports. The differences were more marked 
in the post reform period than in the pre-reform period (Table 4.8) 
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Table 4.7 
India's Exports vis-a-vis World Exports:1980-2008 
(values in US$ billions) 
Year 
World Exports Exports from India India's 
Share in 
World 
Exports 
(percent) 
Value 
% change 
over preceding 
year 
Value 
% change 
over 
preceding 
years 
1980 1920.8 0 8.59 0.00 0.45 
1981 1899.7 -1.10 8.30 -3.39 0.44 
1982 1752.9 -7.73 9.36 12.81 0.53 
1983 1712 -2.33 9.15 -2.24 0.53 
1984 1817.9 6.19 9.92 8.40 0.55 
1985 1848.7 1.69 9.14 -7.83 0.49 
1986 2034.5 10.05 9.40 2.83 0.46 
1987 2391.7 17.56 11.30 20.20 0.47 
1988 2729.4 14.12 13.33 17.94 0.49 
1989 2965.4 8.65 15.85 18.92 0.53 
1990 3379.1 13.95 17.98 13.44 0.53 
1991 3477.6 2.91 17.66 -1.73 0.51 
1992 3723 7.06 19.56 10.75 0.53 
1993 3712.4 -0.28 21.55 10.17 0.58 
1994 4222.2 13.73 25.08 16.34 0.59 
1995 5013.9 18,75 30.48 21.57 0.61 
1996 5317.9 6,06 33.10 8.58 0.62 
1997 5533.2 4.05 35.00 5.74 0,63 
1998 5449.7 -1.51 33.40 -4.57 0.61 
1999 5643 3.55 35.70 6.89 0.63- 
2000 6365 12.79 42.40 18.77 0.67 
2001 6131.6 -3.67 43.40 2.36 0.71 
2002 6425.4 4.79 50.40 16.13 0.78 
303 7472 16.29 59.00 17.06 0.79 
104 9111.1 2I.94 76.60 29.83 0.84 
D05 10418.9 15,05 99.60 30.03 0.95 
306 12066 15.11 120.90 21.39 1.00 
D07 13765.6 14.09 145.40 20.26 1.06 
108 15991.4 0 176.90 0.00 1.11 
: International Financial Statistics Yearbook 2010, International Monetary Fund (IMF), 
Washington DC. 
Figure 4,2 
India's Share in World Exports: 1980.2008 
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Table 4.8  
Annual Average Rates of Growth of India's Exports vis-a-vis World Exports: 
1980-2008 
(values in US$ billions and growth rates in percent) 
Periods 
World Exports Exports from India India's 
Share in 
World 
Exports 
(percent) 
Value Rate of Growth  Value  
Rate of 
Growth 
Pre-Reform Period 
1980 to 1990 2222.92 5.55 11.12 7.37 0.50 
Post-Reform Period 
1992 to 2008 6952.52 8.69 61.68 13.61 0.75 
a) 1992 to 2000 4997.81 7.13 30.70 10.47 0.61 
b) 2001 to 2008 10180.625 10.45 96.5 17.13 0.90 
Overall Period 
1980 to 2008 436.31 0.59 3.12 0.66 0.06 
Source: Calculated on the basis of data given in Table 4.7. 
The differing trends in the behaviour of India's exports vis-a-vis world exports 
are also revealed by the data presented in Table 4.9. It shows that while world exports 
;n the period 1980 to 1990 increased at the rate of 6.1 percent per annum, the 
)rresponding rate for India's exports was 7.0 percent. In the post reform period, 
92-2008) the average growth in India's exports at 12.8 percent turned out to be still 
;r than 8.4 percent in the case of world exports. 
India's imports increased by 1.4 times from $14.86 billion in 1980 to $20.42 
n 1991 (Table 4.10). During the same period world imports expanded by 1.8 
ng from $1999.1 billion to $3584 billion. Consequently, India's share in world 
Table 4.9 
Trend Growth Rates in India and World Exports: 1980-2008 
S.No Period/Values R 	t-value R2 
1) Pre-Reform Period 
1980-1990 
(a) World 6.1 5.11 0.74 
(b) India 7.0 	I 5.96 0.79 
2) Post-Reform Period 
2.1 1992-2008 
a World 8.4 14.31 0.93 
Lb) India 12.8 15.32 0.94 
2.2 1992-2000 
(a) World 6.7 8.15 1 0.90 
(b) India 8.9 8.32 0.90 
2,3 2001-2008 
(a) World 14.4 28.05 0.99 
India 20.9 34.7 0.99 
3) Overall Period 
3.1 1980-2008 
(a) World 7.7 28.27 0.96 
(b) India 10.5 25.33 0.96 
Source: Calculated on the basis of data given in Table 4.7. 
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Table 4.10 
India's Imports vis-a-vis World Imports : 1980 to 2008 
(values in US$ billions) 
Year 
World Imports Imports from India India's 
imports    as 
World 
imports 
Value 
% change 
over 
preceding 
year 
Value 
% change over 
preceding year 
1980 1999.1 0.00 14.86 0.00 0.74 
1981 1982.2 -0.85 15.42 3.73 0.78 
1982 1853 -6.52 14.79 -4.10 0.80 
1983 1793.2 -3.23 14.06 -4.90 0.78 
1984 1911.4 6.59 15:32 8.97 0.80 
1985 1935.2 1.25 15.93 3.96 0.82 
1986 2114.4 9.26 15.42 -3.18 0.73 
1987 2473.8 17.00 16.68 8.13 0.67 
1988 2822 14.08 19.15 14.84 0.68 
1989 3040.9 7.76 20.54 7.24 0.68 
1990 3466.2 13.99 23.64 15.13 0.68 
1991 3584 3.40 20.42 -13.64 0.57 
1992 3838.2 7.09 23.58 15.49 0.61 
1993 3772.4 -1.71 22.76 -3.47 0.60 
1994 4278.2 13.41 26.85 17.95 0.63 
1995 5092.1 19.02 34.52 28.59 0.68 
1996 5418.2 6.40 37.9 9.79 0.70 
1997 5641.8 4.13 41.4 9.23 0.73 
1998 5574.4 -1.19 43 3.86 0.77 
1999 5801 4.07 47 9.30 0.81 
2000 6573.3 13.31 51.5 9.57 0.78 
2001 6354.3 -3.33 50.4 -2.14 0.79 
2002 6593.2 3.76 56.5 12.10 0.86 
2003 7683.8 16.54 72.6 28.50 0.94 
2004 9346.5 21.64 99.8 37.47 1.07 
2005 10636.2 13.80 142.8 43.09 1.34 
2006 12212 14.82 175.2 22.69 1.43 
2007 14052.1 15.07 215.2 22.83 1.53 
2008 16195.7 0.00 292.7 0.00 1.81 
Source: International Financial Statistics Yearbook 2010, International Monetary Fund 
(IMF), Washington, DC. 
imports declined from 0.74 percent in 1980 to 0.57 percent in 1990 (Figure 4.3). In the 
post-reform period India's imports increased by 12.4 times from $23.858 billion in 
1992 to $292.7 billion in 2008. This increase in India's imports was substantially 
higher than that of 4.2 times recorded in world imports. India's share in world imports 
increased from 0.61 percent in 1992 to 1.81 percent in 2008. This surge in India's 
imports could be attributed to high growth rates which Indian economy experienced 
over the period as well as liberalisation of imports. 
Tables 4.11 and 4.12 also establish the surge in India's imports vis-a-vis worlds 
imports in the post reform period. 
Table 4.11 
Annual Average Growth Rates of India's Imports vis-a-vis World Imports: 1980- 
2008 
(values in US$ billion and growth rates in percent) 
Year 
World Imports imports from India India's 
share in 
world 
imports 
(perc)  
Value 
change 
over 
preceding 
year 
Value 
% change 
over 
preceding 
years 
Pre-Reform 
Period 
1980 to 1991 2308.31 5.39 16.89 4.53 0.74 
Post-Reform 
Period 
1992 to 2008 7591.96 8.64 84.34 15.58 0.95 
a) 1992 to 2000 5109.96 7.17 36.50 11.15 0.70 
b) 2001 to 2008 10384.23 10.29 138.15 20.57 1.22 
Overall Period 
1980 to 2008 5449.61 7.23 56.55 10.38 0.86 
Source: Calculated on the basis of data given in Table 4.10. 
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Table 4.12 
Trend Growth Rates of India and World Imports: 1980-2008 
S.No Periods/Values t-value R2  
1) Pre-Reform Period 
1980-1990 
(a) World 5.9 5.14 	J 0.74 
(b) India 4.2 4.92 0.72 
2) Post-Reform Period 
2.1 1992-2098 
(a) World 8.4 14.92 0.93 
(b) India 14.8 13.6 0.92 
2.2 1992-2000 
(a) World 6.8 8.51 0.91 
(b) India 10.7 11.43 0.94 
2.3 2001-2008 
(a) World 14.1 26.53 J 	0.99 
(b) India 26.2 26.33 0.99 
3) Overall Period 
3.1 1980-2008 
(a) World 7.6 28.56 0.96 
(b) India 9.7 14.64 0.88 
Source: Calculated on the basis of data given in Table 4.10. 
Figure 4.3 
India's Share in World Imports:1980.2008 
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(iii) Selected Ratios of India's Foreign Trade: 
The performance of trade sector of a country can also be judged with the help of 
trade-GDP and export-import ratio. The trade-GDP ratio indicates the contribution of 
trade to national income of the country concerned as well as the degree of its openness. 
The pace of merchandise exports to imports reveals the self-balancing nature of trade. 
Table 4.13 illustrates the selected ratios of India's foreign trade over the period 
under study. It shows substantial improvements in India's trade GDP ratio during the 
post-reform period as compared with the pre-reform period. However, the objective of 
self-balancing of trade remained unfulfilled even during post reform period. 
Table 4.14 shows the selected ratios of India's foreign trade during the pre and 
post-reform periods on an annual average basis. It shows that the ratio of merchandise 
exports to GDP was 5.28 percent in the pre-reform period. It nearly doubled in the post 
reform period reaching the levels of 10.25 percent. This represented an increase in 
exports orientation of the economy by 4.97 percentage points of GDP over nearly two 
decades. Similarly, imports as a proportion of GDP increased from an average of 8.67 
percent during the pre-reform period to 14.37 percent during the post reform period. 
The improvement in India's trade-GDP ratio was substantially higher during the period 
2001-02 to 2008-09 as compared to the period 1992-93 to 2000-01. 
The increase in trade-GDP ratio, however, failed to narrow the trade deficit 
which increased from 3.4 percent of GDP on an average during the pre-reform period 
to 4.1 percent during the post reform period. Within the reform period the trade deficit 
worsened in the period 2002-02 to 2008-09 as compared to the period 1992-1993 to 
2000-2001. The trade deficit calls for expansion in exports in the years to come if the 
experience of critical balance of payments of the pre-reform years is not be repeated. 
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Table 4.13 
Selected Ratios of India's Foreign Trade: 1980-1981 to 2008-2009 
(Percent) 
Year Export/ GDPMp 
Import/ 
GDP mp 
Trade 
Balance/ 
GDP mp 
Export/ 
Import 
1980-81 5.2 9.8 -4.7 53.48 
1981-82 5.3 9.4 -4.2 57.36 
1982-83 5.6 9.1 -3.5 61.59 
1983-84 5.2 8.3 -3 61.71 
1984-85 5.6 8.7 -3.1 68.54 
1985-86 4.4 8.1 -3.7 55.42 
1986-87 4.5 7.7 -3.2 61.96 
1987-88 5 7.8 -2.8 70.47 
1988-89 5.2 8.7 -3.4 71.65 
1989-90 6.3 9 -2.8 78.29 
1990-91 5.8 8.8 -3 75.36 
1991-92 6.7 7.7 -1 92.04 
1992-93 7.1 9.4 -2.2 84.71 
1993-94 8.1 9.6 -1.5 95.42 
1994-95 8.1 10.9 -2.7 91.89 
1995-96 9.1 12.3 -3.2 86.69 
1996-97 8.9 12.7 -3.8 85.53 
1997-98 8.7 12.5 -3.8 84.38 
1998-99 8.3 11.5 -3.2 78.36 
1999-00 8.4 12.4 -4 74.13 
2000-01 9.8 13 -3.1 88.17 
2001-02 9.4 12 -2.6 85.24 
2002-03 10.6 12.7 -2.1 85.84 
2003-04 11 13.3 -2.3 81.69 
2004-05 11.8 17.1 -5.3 74.91 
2005-06 12.6 18.8 -6.2 69.11 
2006-07 13.6 20.1 -6.5 68.06 
2007-08 13.4 20.8 -7.4 64.82 
2008-09 15.4 25.2 -9.8 61.01 
Source: Calculated on the basis of data collected from various issues of Economic Survey, 
Ministry of Finance, Government of India, New Delhi. 
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Table 4.14 
Average Annual Ratios of India's Foreign Trade: 1980-1981 to 2008-2009 
Periods Export) GDPMp 
Import/ 
GDPMp 
Trade 
Balance/ 
GDPMP 
Export/ 
Import 
Pre-Reform Period 
1980-1981to 1990-1991 5.28 8.67 -3.4 65.07 
Post-Reform Period 
1992-1993 to 2008-2009 10.25 14.37 -4.1 79.99 
a) 1992-1993 to 2000- 
2001 
g 5 11.58 -3.05 85.47 
b) 2001-2002 to 2008- 
2009 12.23 17.5 -5.275 73.83 
Overall Period 
1980-1981 to 2008-2009 8.24 11.98 -3.73 74.75 
Source: Calculated on the basis of data given in Table 4.13. 
Similarly though the contribution of exports in financing imports was greater 
during the post-reform period than during the pre-reform period, the goal of self-
balancing of trade remained unfulfilled. The average export-import ratio, an indicator 
of import financing capacity of exports, was 65.07 percent in the pre-reform period. 
This ratio improved to about 80 percent in the post reform period. Further within the 
reform period, the ratio was higher during the first decade compared with the second 
decade. 
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(iv) Structural Changes in India's Foreign Trade: 
(a) Structural Changes in Exports: 
In the foregoing analysis we have taken an aggregative view of India's foreign 
trade. But India's trade basket comprises a wide variety of products. On the export 
front, these goods are generally classified into groups such as primary products, 
manufactured goods and petroleum products. To assess the impact of economic reforms 
on the product pattern of exports, the trends in exports of major groups and principal 
commodities in terms of value as well as in terms of their percentage contribution in 
total exports during the pre and post-reform period are shown in Table 4.15. 
A perusal of Table 4.15 reveals that during the years preceding the introduction of 
economic reforms, i;e between 1987-88 and 1990-91, the commodity pattern of growth 
in India's exports was more in favour of manufactured goods than that of primary 
goods and petroleum products. The values of exports of primary products taken 
together increased from $3160.5 million in 1987-88 to $4342 million in 1990-91 or by 
37.4 percent. As against this the value of manufactured exports over this period 
increased from $ 8195.1 million to $12996.4 million or by 58.6 percent. The value of 
exports of petroleum products remained stagnant around $450 million only. Thus, 
exports of manufactured goods registered significant dynamism in the pre-reform 
period. Consequently its share in total exports increased from 68 percent in 1987-88 to 
72 percent 1990-91 while that of primary products declined from 26 percent to 24 
percent over the same period. The share of petroleum products fluctuated between 2 to 
4 percent. 
During the post reform period while the declining trend in the share of primary 
products in India's total exports continued throughout the period under study, there was 
Table 4,15 Pattern of Principal Exports of India :1987.1988 to 2009-2010 
= Values in US $ million 
= Percentage share in total exports 
1987.88 198849 1989-90 1990.91 1991-92 1992.93 1993-94 1994.95 
V °/o  V % V % V °/u V % V 
A Primary Product 31603 26 3242.5 23 3883.2 23 4341 24 4132,2 23 3873.5 21 4915,7 22 52144 20 
(259) (19.76) (11.81) (.4.83) (-6.26) (26,91) (6.08) 
1 Coffee 202 1,67 203 1.45 208 1.25 141 0.78 135 0.76 130 0.70 174 0,78 335 1.27 
(0.50) (2.46) (-32.21) (426) (-3.70) (33.88) (92,53) 
2 Teaand Mate 464 3.84 421 3.01 551 3.31 596 3.29 492 2.75 337 1,82 338 1.52 311 1.18 
(-9.27) (30.88) (8.17) (-17.46) (•31,50). (0.30) (•7.99) 
3 Oil cake 165 1.36 282 2.02 366 2.20 339 1.87 374 2.09 534 2.88 741 3.33 573 2.18 
(70.91) (29,79) (-7.38) (10,32) (42.78) (38.76) (•22.67) 
4 Tobacco 104 0.86 87 0.62 105 0.63 147 0.81 153 0.86 164 0.88 147 0.66 81 0.31 
(.16.35) (20.69) (40.00) (4.08) (7,19) (-10,37) (-44.90) 
5 Cashew kernels 243 2.01 190 1.36 221 1.33 249 1.37 274 1.53 258 1.39 334 1.50 397 1.51 
(.21,81) (16.32) (12.67) (10.04) (•5,84) (29.46) (18,86) 
6 Spices 260 2.15 190 1.36 166 1.00 130 0.72 151 0.85 136 0.73 181 0.81 195 0.74 
(.2692) (•12.63) (.21.69) (16.15) (•9.93) (33.09) (7.73) 
7 Sugar and 9 0.07 7 0.05 20 0.12 21 0,12 64 0.36 122 0.66 57 0.26 20 0.08 
molasses (.22.22) (185.71) (5.00) (204.76) (90.63) (-53.28) (-64.91) 
8 Raw cotton 84 0.69 13 0.11 77 0.46 471 2.60 124 0.69 63 0.34 209 0.94 45 0.17 
(•82,14) (413.33) (511,69) (.73,67) (49,19) (231.75) (•78,47) 
9 Rice 261 2.16 229 1,64 256 1.54 257 1,42 307 1,72 337 1.82 410 1.84 384 1.46 
(.12.26) (11.79) (0.39) (19,46) (9,77) (21.66) (•6.34) 
10 Fish and fish 411 3.40 435 3.11 413 2.48 535 2.95 585 3.27 602 3.25 814 3.66 1126 4.28 
preparations (5.84) (-5,06) (29.54) (9.35) (2.91) (35.22) (38.33) 
11 Meat and meat 68 056 65 0.47 68 0,41 78 0,43 94 0.53 89 0.48 78 0.35 128 0.49 
prcparatious (441) (4.62) (14,71) (20,51) (.5,32) (.12.36) (64.10) 
12 Fruits, vegetables 99 0.82 118 0.84 121 0,73 119 0,66 142 0.79 126 0.68 156 .0.70 193 0.73 
and pulses (19.19) (2.54) (1.65) (19,33) (-11.27) (23.81) (23.72) 
13 Miscellaneous 134 1.11 122 0,87 126 0.76 119 0,66 77 0.43 129 0.70 150 0.67 90 0.34 
processed foods (.8.96) (3.28) (-5,56) (.35,29) (67.53) (16.28) (.40.00) 
1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 1993-94 1994-95 
V % Y % M % V % v % V % V% V% 
14 Mica 18 0.15 20 0.14 18 0.11 17 0.09 14 0.08 8 0.0 9 0.04 7 0.03 
(11.11) (•10.00) (-5.56) (.17.65) (-42.86) 4 (12,50) (-22.22) 
15 Iron ore 428 3.54 465 3.33 557 3.35 585 3,22 582 3.26 381 2.0 438 1.97 413 1.57 
(8.64) (1978). (5.03) (.0.51) (-34.54) 6 (14,96) (.5.71) 
B Manufactured 8195.1 68 10110.3 72 11971.6 72 12996.4 72 13148.4 74 14038.8 76 16656.7 75 20404.4 77 
Goods (0) (23,37) (18.41) (8,56) (1,17) (6.77) (18.65) (22.50) 
16 Cotton yan, 883 7.30 798 3.71 905 3.44 1170 6.45 1300 7.28 1350 7.2 1537 6.91 2234 8.48 
fabrics, made ups (-9.63) (13.41) (29,28) (11.11) (3.85) 8 (13.85) (45.35) 
etc 
17 Readymade 1403 11.6 1451 10.3 1938 11.66 2236 12.32 2199 12.31 2393 12. 2586 11,6 3282 12.4 
garments of all 1 (3.42) 9 (33,56) (16.38) (-165) (8.82) 91 (8.07) 3 (26.91) 6 
textiles materials 
18 Coiryarn and 23 0.19 22 0.16 25 0.15 25 0,15 28 0.16 31 0.1 41 0.18 55 0.21 
manufactures (-435) (13.64) (8.00) (3.70) (10.71) 7 (32,26) (34.15) 
19 lute manufactures 186 1.54 161 1.15 178 1.07 166 0.92 159 0.89 123 0.6 124 0.56 151 0.57 
inci, heist and (43.44) (10.56) (•6.74) (-4.22) (.22,64) 6 (0.81) (21.77) 
yam 
20 Leather & leather 964 7.97 1051 7.52 1172 7.05 1449 7,99 1269 7.10 1277 6.8 1300 5.85 1611 6.12 
manufactures incl (9,02) (11.51) (23.63) (•12,42) (0.63) 9 (1,80) (23.92) 
leather 
21. Handicrafts (incl. 2443 20.2 3524 25.3 3705 22.28 3437 18,94 3387 18.96 3786 20, 4768 21.4 5328 20.2 
caretshandmade) 1 (44.25) 2 (5.14) (•7,23) (-1.45) (11,69) 41  (26.04) 4 (11.74) 4 
22 Gems and 2015 16.6 3033 21.7 3181 19.13 2924 16,I2 2738 15,33 3072 16. 3996 17.9 4501 17.0 
Jewellery 7 (50,32) 1 (4,88) (-8,08) (•6,36) (12.20) 57 (30.08) 7 (12.64) 9 
23 Chemical and 618 5.11 889 636 1287 7.74 1418 7,82 1592 8.91 1378 7.4 1813 8.15 2434 9.24 
allied products (43.86) (44.77) (10.18) (12,27) (-13.44) 3 (31.37) (34.25) 
24 Machinery, 1142 9.45 1558 11.1 1975 11.88 2161 11,91 2234 12.50 2458 13. 3024 13.6 3486 13.2 
transpoftand (36.43) 5 (26.77) (9.42) (3.38) (10,03) 26 (23.03) 0 (15.28) 4 
mental 
manufacture 
including 	on and 
C. Petroleum 500,4 4 348.7 2 418.4 3 522.7 3 414,7 2 476.2 3 397.8 2 416.9 2 
Products (0) (•30.32) (19.99) (24.93) (.20.66) (14.83) (16.46) (4.80) 
Total Exports 12089 13970 16626 18142 17866 18537 22238 26330 
incl,others (1557) (19.01) (9.12) (•1.52) (3,76) (19.97) (18.40) 
1995.96 1996.97 1997-98 1998-99 1999.00 2000-01 2001-02 2002-03 
V %V% V % V %V% V %V % V % 
A Primary Product 7256.9 23 8035.1 24 7687.3 22 6927.9 21 6524.2 18 7126.3 16 7163.6 16 8706.1 17 
(39.17) (10,72) (•4,33) (9.88) (-5.83) (9.23) (0.52) (21.53) 
I Coffee 449 1.41 402 1.20 456 1.30 411 1.24 331 0.90 259 0.58 230 0.52 205 039 
(34.03) (•10.47) (13.43) (,9.87) (•19.46) (•21.75) (-11.20) (-10.87) 
2 Teaand Mate 350 1,10 292 0.87 505 1.44 538 1.62 412 1.12 433 0.97 360 0,82 344 0.65 
(12.54) (-16.57) (72.95) (6.53) (•23.42) (5.10) (•16,86) (4.44) 
3 Oil cake 703 2,21 985 2.94 924 2.64 462 1.39 378 1.03 448 1.01 474 1,08 382 0.72 
(22.69) (40.11) (.6.19) (•50.00) (-18.18) (18.52) (5.80) (.19.41) 
4 Tohacca 137 0.43 213 0.64 288 0.82 181 0.54 233 0.63 191 '0.43 169 0.39 211 0.40 
(69.14) (55,47) (35,21) (-37.15) (28,73) (-18,03) (-11.52) (24,85) 
5 Cashew kernels 370 1.16 363 1.08 379 1.08 387 1.17 568 1.54 412 0.92 346 0.79 424 0.80 
(•6,80) (-1.89) (4.41) (2.1I) (46.77) (-27,46) (-I6.02) (22.54) 
6 Spices 237 0.75 339 1.01 379 1.08 388 1.17 408 1.11 354 0.79 314 0.72 342 0.65 
(21.54) (43.04) (11,80) (2.37) (5.1 (-13,24) (-11.30) (8.92) 
7 Sugar and 151 0.47 304 0.91 69 0,20 6 0.02 9 0.02 112 0,25 374 0.85 375 0,71 
molasses (655.0) (101,32) (-77,30) (-91.30) (50,00) (1144.44) (233.93 (0.27) 
8 Raw cotton 	' 61 0.19 444 I.33 221 0.63 49 9.15 18 0.05 49 0.11 9 0.02 10 0.02 
(35.56) (627.87) (-50.23) (-77.83) (-63.27) (172.22) (.81,63) (11.11) 
9 Rice 1336 4.30 894 2.67 907 2.59 1493 4.49 721 1.96 644 1.45 666 1.52 1205 2.29 
(255.73) (-34,55) (1.45) (64.61) (-51.71) (-10.68) (3.421) (80.93) 
I9 Fish and fish 1011 3.18 1129 3.37 1207 3.45 1038 3.12 1183 3.21 1394 3.13 1236 2.82 1432 2.72 
preparations (-10,21) (I1.67) (6.91) (.14,00) (13.97) (17.84) (-1133) (15.86) 
11 Meat and meat 187 0.59 200 0.60 217 0.62 187 0.56 189 0.51 322 0.72 250 0.57 284 0,54 
preparations (46.09) (6.96) (8.50) (.13.82) (1.07) (70.37) (.22,36) (13.60) 
12 Fruits, vegetables 240 0.75 233 0.70 287 0.82 221 0.67 288 0.78 352 0.79 327 0.75 350 0.66 
and pulses (24.35) (-2.92) (23.18) (-23.00) (30.32) (22.22) (•7,10) (7.03) 
13 Miscellaneous 223 0.70 274 0.82 142 0,41 130 0.39 154 0.42 239 0.54 259 6.59 307 0.59 
processed foods (147.78) (22,87) (-48.18) (.8.45) (18.46) (55.19) (8.37) (18.53) 
1995.96 1996.97 1997-98 1998-99 1999410 - 2000.01 2001-02 200243 
V %V % V % V % V% V % V % V % 
14 Mica 8 0.03 7 0.02 II 0.03 10 0.03 10 0.03 14 0.03 12 0.03 8 0.02 
(14.9) -12,50 (5714) .9.09 0.00 4000 -14.29 -33,33 
15 Iron ore 515 1.62 481 1.44 476 1.36 384 1.16 271 0,74 358 0.80 426 0.91 868 1.65 
2470 (-6.60) -1,04 -19,33 -29.43 (32,10) 18.99 103,76 
18 Manufactured 23500.9 74 24613.4 74 26546.6 76 25791.5 78 29714.4 81 34335.2 17 33369.7 76 40244.5 76 
Goods 15.18 4.73 7,85 p2.84 15.21 15,55 •x,81 (20.60)  
16 Cotton yam, 2577 8.10 3122 9,33 3264 9.32 2772 8.34 3090 8,39 3509 7,87 3073 7.01 3351 6.36 
fabrics, made ups (15,35) (21.15) (4.55) (-15,07) (11,47) (13,56) (-12.43) (9.05) 
etc, 
17 Readymade 3676 11.5 3753 11.21 3876 11.07 4365 13.I4 4765 12.94 5577 12.52 5006 11.42 5690 10.79 
garments of all (12.00). 6 (2.09) (3.28) (12,62) (9,1 (17.04) (-10.24) (13.66) 
textiles materials 
18 Coir yarn and 63 0.20 61 0.18 69 0.20 75 0.23 46 0.12 48 0.11 62 0.14 73 0.14 
manufactures 14.55 -3.17 (13,11) 8.70 -38.61 4.35 (29.17) 11.14 
19 Jute manufactures 186 0.58 155 0.46 187 0.53 138 0.42 126 0,34 204 0,46 128 0.29 187 0.35 
incL twist and (23.18) (•16.67) (20.65) (.26.20) (-8.70) (61.90) (-37.25) (46,09) 
am 
20 Leather & leather 1731 5.44 1580 4.72 1631 4.66 1580 4.76 1590 4.32 1951 4,38 1910 4.36 1848 351 
manufactures (7.45) (-8.72) (3.23) (-3.13) (0.63) (22.70) (•2,10) (-325) 
ind leather 
21 Handicrafts (incl, 6129 19.2 5665 16.93 936 2.67 1177 3.54 1167 3.17 1116 2.50 924 2.11 1186 .2,25 
carpets (15,03) 8 (.7.57) (-83,48) (25,75) (-0,85) (-4.37) (-17.20) (28,35) 
handmade)  
22 Gems and 5275 16.5 4753 14,20 5346 15.27 5929 17.85 7550 20.50 7384 16.57 7306 16.67 9052 17.17 
Jewelle 17.20 9 (-9.90) 12.48 (10.91) (27.34) (•2.20) (23.90) 
23 Chemical and 2945 9.26 3229 9.65 3684 10.52 3378 10.17 4013 10.90 5002 11.23 4684 10.69 5880 11,15 
allied 	roducts J2039 9.64 14.09 •8.31 18.80 24.64 •6,36 25.53 
24 Machinery, 4358 13.7 4910 14.67 5254 15.01 4393 13,22 5135 13.95 6976 15,66 6939 15.83 8983 17.04 
transport and (25,01) I (12.67) (7.01) (.16.39) (16.89) (35.85) (.0.53) (29.46) 
mental 
manufacture 
includingiron and 
C. Petroleum 453.7 1 481.8 1 352.9 1 89.4 0 38.9 0 1869.7 4 2119.1 5 2576.5 5 
Products 8.83 6,19 -74.66 -56.49 4706.43 13.34 21.58 
Total Exports 31797 33470 35006 33218 36822 44560 43827 52719 
incl, others 20,7 5,26 4,59 (-5.11) 10.85 21.01 •1,64 20.29 
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200304 2004-05 2005-06 2006-07 2007.08 2008.09 2009-10 
V % v % V % V % V % V % V % 
A Primary Product 9901.8 16 13553.3 16 16377.4 16 19685,9 16 27551,9 17 25335.4 14 26396.5 15 
(13,73) (36.88) (20,84) (20.20) (3996) (-8.04) (4,19) 
1 Coffee 236.3 037 225 0.28 359 0.35 435 0.34 465 0.29 491 0.26 428 0,24 
(1527) (478) (59.56) (21.17) (6.90) (3.59) (.12.83) 
2 Tea and Mate 356 0.56 399 0,50 391 0.38 435 0.34 505 0.31 585 0,32 621 0.35 
(3,55) (12.02) (•2.01) (11.25) (16.09) (15.84) (6.15) 
3 Oil cake 729 1,14 696 0,86 1101 1.07 1216 0.96 2022 1.24 2233 1.21 1651 0.922 
(90.73) (-4,47) (68.19) (10,45) (66,28) (10.44) (.26.06) 
4 Tobacco 238.5 0,37 276 0.34 300 0.29 372 0.29 480 0.29 753 0.41 916 0,51 
(13,03) (15.72) (8.70) (24,00) (29,03) (56.88) (21.65) 
5 Cashew kernels 371 0.58 523 0,65 586 0.57 554 0.44 555 0,34 637 0.34 596 0.33 
(-12.50) (40.97) (12.05) (.5.46) (018) (14.77) (.6,44) 
6 Spices 336 0,53 400 0.50 478 0.46 698 0.55 1072 0.66 1378 0.74 1298 0.73 
(-1.75) (19,05) (19.50) (46.03) (53.38) (28.54) (•5.81) 
7 Sugar and 268.8 0.42 34 0.04 135 0.13 720 0.57 1407 0.86 985 0.53 27 0.02 
molasses (.28.32) (-87,35) (297,06) (433.33) (96.42) (.29.99) (.97.26) 
8 Raw caftan 205 0.32 84 0.10 656 0.64 1350 1.07 2202 1.35 623 0,34 2010 1.12 
(1950.0) (.59.02) (680.95) (105.79) (63.11) (-71.71) (222.63 
) 
9 Rice 1025 1.61 1490 1.85 1405 1.36 1555 1.23 2920 1.79 2428 1.31 2373 1.33 
(.14.94) (45.37) (-5.70) (10,68) (87.78) (-16.85) (•2.27) 
10 Fish and fish 1329 2.08 1379 1.71 1589 1.54 1768 1,40 1721 1.05 1536 0.83 2087 1.17 
preparations (-7,21) (3,78) (15.23) (11,26) (-2,66) (.10.75) (35.87) 
11 Meat and meat 373 0.58 399 0.50 621 0.60 732 0.58 931 0.57 1168 0.63 1325 0.74 
preparations (31.34) (6.97) (55,64) (17.87) (27.19) (25.46) (13.44) 
12 Fruits, vegetables 613 0.80 567 0.70 824 0.80 969 0.77 1007 0.62 1229 0.66 1343 0.75 
and pulses (46.60) (10.50) (45.33) (17,60) (3.92) (22.05) (9.28) 
13 Miscellaneous 305 0.48 271 0.34 359 0,35 406 0.32 530 0,32 691 0.37 686 0.38 
processed foods (.0,65) (-11.15) (32.47) (13.09) (30.54) (30.38) (-0,72) 
3003.04 2004.05 200506 2006.07 200708 2008-99 2009.10 
V % V % V % V % V % V % V % 
14 Mica 23.1 0,04 14 0,02 17 0,02 17 0.01 22 0.01 30 0.02 28 0.02 
188.75) •39.39 21.43 0.00 29,41 36,36 •6.67) 
15 Iron ore 1126 I.76 3104 3.85 3801 3.69 3902 3.09 5812 3.56 4724 2,65 5980 3.35 
(29.69) (175.74) (22.45) 2.66 48.95 •18,72 (26.59)  
B Manufactured 48492,1 76 60730.7 73 72562,8 70 84910.4 67 102979 63 123149 67 115181 64 
Goods 20,49 2514 19,48 (17,03) 21.27 19.59 (.6,47)  
16 Cottonyam, 3394,9 532 3221 4.00 3945 3.83 4219 334 4653 2.85 4116 2.22 3685 2.06 
fabrics, made ups (1,31) (-$,12) (22,48) (6.95) (10,29) (•1134) (-10.47) 
etc. 
17 Readymade 62313 9,76 6189 7.68 8572 8,31 8892 7.04 9687 5,94 10936 5.90 10707 5,99 
garments of all (9 51) (•0.68) (38,50) (3.73) (8.94) (12,89) (.2.09) 
textiles materials 
18 Coiryannand 77.7 0.12 101 0.13 133 0.13 146 0.12 160 0.10 148 0.08 160 0.09 
manufacures 6.44 (29.99 (31.68 (9.77) 9.59) (.7.50 (8.11)  
19 lute manHEactores 242,2 0.38 218 0.27 298 0.29 260 0.21 328 0.20 299 0.16 218 0.12 
W. twist and yam (29,52 -9.99 36,70 -12.75 26.15 -8.84 •27,09 
20 Leather&leather 2163 3.39 2323 2.88 269! 2.61 3017 2.39 3396 2.08 3556 1.92 3361 1.88 
manufactures incl, (17,03) (7.41) (15,84) (12.11) (12,56) (4.71) (.5,48) 
leather 
21 Handicrafts (incl. 1059 1.66 936 1.16 1284 1.25 1337 1.06 1434 0.88 1063 0,57 950 0.53 
carpets handmade) .10,69 .11.63 37.18) 4.13 (7,26) (•25,87) -10,63 
22 Gems and 10573.3 16.56 13734 17.05 15529 15.06 15977 12,64 19679 12,06 27958 15.09 29000 16,22 
Jewellery (16,81) (29,89) (13.0 (2.88) j23.17) (42.07 (3.73)  
23 Chemical and 7598.2 11,90 9719 12.07 11935 11.58 14211. 1125 17371 10,65 18635 10.06 22711 12.71 
allied products (29.22) 27,91) (2180) 19.07 22,24 7,28 21,87 
24 Machinery, 12321 19,30 16614 20.63 21315 20,68 29429 2329 37220 22.82 47155 25.45 38171 21.35 
transport and (37.16) (34,84) (29,30) (38.07) (26.47) (26.69) (•I9.05) 
mental 
manufacture 
lncffi iron and 
C. Petroleum 3568.4 6 6989.3 8 11639.6 11 18634.6 15 28363.1 17 27547 15 28192 16 
Products 3850 95,8 66.53 60.10 JJ Z,8 234 
Total Exports 63843 80540 103092 126360 163132 185295 179751 
inel, others 2110 6,19 (28.00) 2257 29.10 (13.59) -353 
Note: Figures in parentheses are percentage change over the preceding years. 
Source: Calculated on the basis of data given in various issues of Economic Survey, Ministry of Finance, Government of India, Nev Delhi. 
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a drastic change in the relative share of exports of manufactured goods and that of 
petroleum products in the years after 2005-06. The share of manufactured goods which 
was 70 percent in 2005-06 declined to 64 percent in 2009-10. On the other hand, the 
share of petroleum products jumped from 11 percent to 16 percent over this period. It 
shows the drastic change in composition of India's exports during the post reform 
period. 
The above trends are further established when we analyse the product pattern of 
n India's exports during the pre and post-reform periods on an annual average basis. 
Table 4.16 provides the annual average value and rates of growth of India's .exports by 
principal categories during the pre and post reform periods. 
It can be seen from the table that exports of primary products increased at an 
average rate of growth of 8.54 percent per annum during the pre-reform period and at 
11.98 percent during the post reform period. The annual average growth rates for the 
two sub-periods were 7.31 percent and 16.65 percent respectively. 
Exports of manufactured goods registered a growth rate of 12.59 percent per 
annum during the pre-reform period which was significantly higher than that of primary 
products (8.54 percent). Similarly, the annual average growth rate in exports of 
manufactured goods at 13.22 percent during the post reform period exceeded the 
corresponding rate of growth in exports of primary products at 11.98 percent. The most 
spectacular increase was the increase in India's exports of petroleum products during 
the post reform period. 
As a result the average share of primary products in total exports declined from 
24 percent in the period 1987-88 to 1990-91 to 18 percent during 1992-93 to 
2009-10. The share of manufactured goods in total exports improved 
Table 4.16 
Annual Average Value and Rates of Growth@ of India's Exports by Principal Categories:1987.1988 to 2009.2010 
V = Values in US $ million 
% = Rate of growth in ercentage 
Periods Primary Products Manufactured Goods Petroleum Products 
Total Exports 
including others* 
V 
Rate of 
gth V 
Rate of 
rowtb V 
Rate of 
growth V 
Rate of 
growth 
Pre•Reform Period 
1987-1988 to 1990-1991 
3657.05 
(24) 8.54 
10818.35 
(71) 12.59 
447.55 
(3) 3,65 
15204.15 
(100.0) 10.93 
Post-Reform Period 
1992.1993 to 2009.2010 
11790.73 
(18)  11,98 
49846.14 
(73) 13.22 
7455.93 
(6) 273.02 
71103.49 
100.0 14.17 
a) 1992-1993 to 2000-2001 
6395.69 
(21) 7.31 
23955.77 
(76) 11.51 
508,58 
(2) 507.41 
31330,93 
(100.0) 11,06 
b 	2001.2002 to 2009.2010 
17185.77 
(16)_ 16.65 
75736,51 
(70k - 14.94 
14403.29 
(11) 38.62 
110876.04 
100,0) 17.28 - 
Overall Period 
1987.1988 to 2009.2010 
10043.20 
(19)  10.65 
41463,14 
(73) 12,59 5930.94(6) 213.40 
59067.17 
(100,0 12,92 
*Figures may not add up to total due to variation in sources of data. 
@Simple arithmetic average. 
Figures in parenthesis are percentage of the total, 	 A 
Source : Calculated on the basis of data given in Table 4,15. 
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from 71 percent in 1987-88 to 1990-91 to 73 percent during 1992-93 to 2009-10. On 
the other hand the average share of petroleum products which was 3 percent in the pre-
reform period increased to the level of 11 percent in the period 2001-02 to 2009-10. 
This shows the significant change in composition of India's exports during the post-
reform period. 
The above inference about commodity pattern of India's exports during the post 
reform period get further support if we compute growth rates for individual 
commodities. The estimated growth rates for 23 commodities are presented in Table 
4.17. Further these growth rates are calculated for the 18 years period and also for two 
sub-periods with a view to assess the impact of reforms on export performance more 
intensively. From Table 4.17 we notice that of the 23 commodities considered, all the 
commodities except handicrafts exhibited positive and significant growth rates during 
the whole period under study. Export of handicrafts showed a decline in its growth rate. 
Of the 22 commodities which registered significantly positive growth rates, 
exports of five commodities, namely raw cotton; meat and meat preparations; iron ore; 
chemical and allied products; and machinery transport and metal manufacture including 
iron and steel; increased at a faster rate than the total exports of the country. Exports of 
the remaining 17 commodities did not increase as fast as the total exports of the 
country. 
Another interesting inference that can be drawn is that all commodities except 
oil cakes, raw cotton, fish and fish preparations, iron ore and cotton yarn registered 
increasing trends in growth rates during the sub-periods implying a rising share in 
India's total exports. 
Table 4.17 
Growth Rates of India's Exports by Principal Categories and Commodities 
During the Post-Reform Period: 1992-1993 to 2009-2010 
Commodities _..,. 1992-93 to 2009-10 1992-93 to 2000-01 2001-02 to 2009-10 
4, 	Periods ¢ Rz Rz  
Primary Products 10.6 0.87 6.5 0.53 18.1 0.95 
(10.64) (2.83) (11.47) 
Tea and Mate 2.6 0.40 5.1 0.42 7.6 0.89 
(3.3) (2.26) (7.77) 
Oil Cakes 6.1 0.35 -4.8 0.16 21.5 0.87 
(2.98) (1.14) (7.08) 
Tobacco 9.5 0.71 7.2 0.29 20.5 0.95 
(6.38) (1.71) (12.23) 
Cashew Kernels 3.9 0.69 5.7 0.57 7.1 0.77 
(5.97) (3.11) . (4.91) 
Spices 10.8 0.82 13.5 0.85 21.2 0.91 
(8.39) (6.22) (9.06) 
Sugar and 11.2 0.14 -15.1 0.09 -2.1 0.002 
Molasses (1.66) (0.86) (0.12) 
Raw Cotton 16.5 0.27 -11.5 0.09 69.3 0.79 
(2.4) (0.87) (5.16) 
Rice 9.8 0.68 11.0 0.31 15.5 0.83 
(5.86) (1.77) (5.88) 
Fish and Fish 5.0 0.82 7.5 0.67 5.1 0.74 
Preparations (8.54) (3.84) (4.47) 
Meat and Meat 15.1 0.93 14.5 0.78 22.2 0.98 
Preparations (15.42) (5.01) (23.49) 
Fruits, Vegetables 13.3 0.95 10.7 0.83 18.8 0.96 
and Pulses (17.50) (5.90) (13.98) 
Miscellaneous 9.7 0.78 4.7 0.13 13.1 0.88 
Processed Foods (7.73) (1.03) (7.15) 
Mica 7.8 0.77 6 0.52 12.4 0.64 
(7.34) (2.76) (3.52) 
Iron Ore 18.6 0.76 -3.2 0.20 31.9 0.85 
(7.11) (1.32) (6.35) 
Manufactured 12.4 0.96 9.8 0.92 16.9 0.97 
Goods (21.6) (9.44) - (16.24) 
Cotton Yam, 5.2 0.72 11.0 0.79 3.7 0.53 
Fabrics, made-up (6.39) (5.05) (2.5) 
etc. 
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Commodities ., 1992-93 to 2009-10 1992-93 to 2000-01 2001-02 to 2009-10 
13 RZ 0 R2  Ji R2  4. 	Periods 
Readymade 8,6 0.97 9.7 0.96 10.4 0.94 
garments 	of 	all (24.67) (12.38) (11.26) 
textile materials 
Coir yarn 8.4 0.81 4,7 0.21 12.9 0.89 
manufactures (8.25) (1.36) (7.81) 
Jute manufactures 4.9 0.64 3.2 0.19 7.2 0.46 
incl. twist and yarn (5.31) (1.31) (2.46) 
Leather and leather 5.8 0.90 3.7 0.58 9.0 0.93 
manufactures incl. (12.21) (3.16) (10.22) 
leather 	footwear, 
leather 	travel 
goods and leather 
garments 
Handicrafts 	(incl. -9.7 0.52 -23.3 0.60 1.2NS  0.04 
carpets handmade) (4.17) (3.28) (0.55) 
Gems 	and 12.3 0.96 10.0 0.91 17.2 0.98 
Jewellery (20.69) (8.53) (17.89) 
Chemical and 15.4 0.97 14.0 0.91 19.7 0.98 
allied products (25.54) (8.35) (22.17) 
Machinery, 17.3 0.95 10.7 0.85 24.3 0.95 
transport and metal (16.47) (6.35) (11.69) 
manufacture incl. 
iron and steel 
Petroleum 31.9 0.70 -8.1 0.04 37.6 0.94 
Products (6.16) (0.54) (10.78) 
Total 	Exports 13.4 0.95 9.3 0.88 19.4 0.97 
(including others) (17.63) (7.44) (16.48) 
NS : Non-significant 
Source: Calculated on the basis of data given Table 4.15. 
98 
(b) Structural Change in Imports: 
In India, some of major importable products include food and allied products; 
petroleum oil and lubricants; iron and steel; electrical and non-electrical machinery; 
transport equipment, etc. Their performance widely varied during the period of study 
leading to shift in the structure of import pattern. Table 4.18 shows the trends in 
imports of major commodities in terms of value with their percentage share in total 
imports. Structure of imports shows that there were some categories like POL, capital 
goods, and iron and steel which had consistently very high share in total imports during 
the pre and post-reform periods. 
During the post-reform period commodities that registered growth rates above 
the level of overall imports were edible oils; non-ferrous metals; manufacturers of 
metals; electrical machinery, apparatus and appliances; transport equipments and 
petroleum products (Table 4.19). 
(c) Changes in the Destination Pattern of India's Exports and Imports 
The destination pattern of India's exports underwent a marked change between 
the two periods under review. To provide evidence on this point the trends in India's 
exports with respect to important regions in the period 1987-88 to 2009-10 along with 
their percentage shares in total exports are shown in Table 4.20. A study of this table 
reveals that India's exports to different regions widely varied during the pre and post 
reform period leading to some significant change in the destination structure of exports. 
On an annual average basis, the OECD group of countries accounted for 57.38 
percent of the total exports of India in the pre-reform period (Table 4.21). This share 
increased to 67.88 percent in the post-reform period. Within the OECD countries the 
Table 4.18 Pattern of Principal Imports of India: 1987.1988 to 2009-2010 
V =Values in US $ million 
%= Percentage share in total imports 
1987-88 1988-89 1989.90 1990.91 1991.92 1992-93 1993-94 1994-95 
V % v % '1% V % v Ala V % V % V 
Primary Product 
Cereals and cereal 51 0,30 534 2.74 234 1,10 102 0.42 70 0.36 334 1.53 92 0.39 29 0.10 
preparatioiis (0) (947.06) (.56.18) (-56,41) (-31.37) (377.14) (-72.46) (-68.48) 
Cashewnuts 50 0,29 42 0.22 50 0.24 75 0.31 108 0.56 130 0,59 154 0.66 220 0.77 
(unprocessed) (0) (-16) (19.05) (50.00) (44.00) (20.37) (18.46) (42,86) 
Crude rubber 93 0.54 119 0.61 105 0.49 126 0.52 74 0.38 90 0.41 109 0.47 118 0.41 
(including synthetic (0) (27,96) (•11.76) (20,00) (-41.27) (21.62) (21.11) (8.26) 
and reclaimed) 
Raw wool 102 0.59 109 0.56 103 0,49 102 0.42 80 0.41 109 0,50 119 0.51 112 0.39 
(0) (6.86) (-5,50) (•0.97) (-21.57) (36.25) (9.I7) (-5.88) 
Raw cotton 0 0 68 0.35 7 0.03 0 0.00 2 0,01 75 0.34 6 0.03 161 0,56 
(0) (0) (-89.71) (-100.00) (0.00) (3650.00) (-92.00) (2583.33) 
Manufactured 
Goods 
Edible oils 747 4.35 504 2.59 126 0,59 182 0.76 101 0,52 58 0.27 53 0.23 199 0.69 
(0) (-32.53) (-75.00) (44.44) (-44,51) (-42.57) (-8.62) (275.47) 
Fertilizer and 392 2,28 645 3.31 1083 5.10 984 4.09 954 4.91 978 4.47 826 3.54 1052 3.67 
fertilizer mfg, (0) (64.54) (67,91) (-9,I4) (-3,05) (2,52) (.15.54) (27.36) 
Chemical elements $34 4.86 1308 6.71 1198 5,65 1276 5.30 1379 7,10 1427 6.52 1538 6.60 2339 8.16 
and compounds (0) (56,83) (x8.41) (6.51) (8.07) (3.48) (7.78) (52.08) 
Dyeing tanning and 68 0.40 63 0.32 86 0.41 94 0.39 64 0.33 69 0,32 92 039 140 0.49 
colouring material (0) (-7.36) (36,51) (9.30) (-31.91) (7.81) (33,33) (52,17) 
Medicinal and 129 0.75 163 0.84 240 1,13 261 1.08 227 1.17 281 1.28 258 1.11 298 1.04 
pharmaceutical (0) (26.36) (47.24) (8.75) (-13.03) (23,79) (-8.19) (15.50) 
products 
e 
1987.88 1988-89 1989.90 1990-91 1991.92 1992-93 1993-94 1994 -95 
V % V pia V % v % V % V % V % V 
Plastic material, 437 2.55 558 2.86 599 2.82 610 2.53 569 2.93 421 1.92 435 1.87 606 2,11 
regenerated cellulose (0) (27.69) (7,35) (1,84) (-6.72) (-26.01) (3.33) (39,31) 
and artificial resins 
Pulp and waste paper 184 1,07 179 0.92 184 0.87 255 1.06 121 0.62 141 0.64 158 0.68 202 0.70 
0 (.2.72) (2.79) (38.59) (16.53) 12.06 (27.85 
Paper, paper board 208 1.21 211 1.08 209 0.98 254 1.06 198 I,02 177 0.81 222 0.95 246 0.86 
and manufacturers (0) (1.44) (-0.95) (21.53) (.22,05) (-10.61) (25.42) (10.81) 
thereof 
Pearls, precious and 1557 9.08 2I93 11.25 2554 12.04 2083 8,65 1957 10.08 2442 11.16 2634 11,30 1629 5.69 
semi-precious stones, (0) (40.85) (16.46) (-18,44) (•6.05) (24.78) (7,86) (-38.15) 
unworked or worked 
Iron and steel 1018 5.93 1335 6.85 1353 6.38 1178 4.89 799 4.12 778 3,56 795 3,41 1163 4.06 
(0 (31.14) (1.35) (-12.93) (-32,17) (-2.63) (2,19) (46.29) 
Non-ferrous metals 493 2,87 536 2.75 715 3.37 614 2.55 341 1.76 395 1.81 479 2.06 940 3.28 
0 8.72 33.40 -14.13 -44.46 15.84 21.27) 96.24 
Manufacturers of 124 0.72 133 0.68 148 0,70 168 0,70 130 0.67 146 0,67 178 0.76 206 0.72 
moats 0 (7.26) (11.2$ (13.51 -22.62) 12,31 (2192) 15.73 
Non-electrical 2180 12.71 1983 10.17 2084 9.82 2363 9.82 1479 7.62 1653 7.55 2037 8.74 2942 10.27 
machinery apparatus (0) (-9.04) (5,09) (13.39) (.37.41) (11.76) (23.23) (44,43) 
and a 	liances 
Electrical machinery 843 4,91 1079 5.53 1121 5.28 949 3.94 159 0,82 203 0.93 204 0.88 251 0.88 
apparatus and (0) (28.00) (3.89) (-15.34) (-83.25) (27.67) (0.49) (23.04) 
appians 
Transport Equipment 586 3,42 520 2.67 891 4.20 931 3.87 371 1,91 462 2.11 127I 5.45 1114 3.89 
0 -11.26 (71.35) 4.49) (-60.15 (24.53) (175.11) (-12.35) 
Total capital goods 5064 29.52 4803 24.63 5287 24.92 5833 24.23 3610 18,60 3742 17.10 5313 22,80 6367 22.22 
in ports (0 -5.15) (10.08) (10.33) (-38.11) (3.66) 1,98) 19,84) 
Petroleum Product 
Petroleum oil•and 3318 18.17 3009 15.43 3768 17.76 6028 25.04 5364 27,63 6100 27.88 5754 24.69 5928 20.69 
Lubricants (0) (-3.49) 5.22) 59,97) (11,01 (13,72) -5.67) (0.02) 
Total Import incl. 17156 19497 21219 24075 19411 21822 23307 28654 
others 0 13.6 8.83 13,46 -19.31 (12,73) 6.51 22.94 
1995-96 199697 1997-98 1998-99 1999-00 2000.01 2001-02 2002.03 
v % v % V % V % v % V % V % V % 
'riinaiy Product 
ereals and cereal 24 0.07 137 0.35 291 0.70 2316 5.53 222 0.45 20 0.04 18 0.04 25 0.04 
reparations -17.24) 470.83) 112.41 (•20.62 (-3.90) (-90.99 (-10.00) (38.89) 
.ashewnuts 227 0.62 194 0.50 206 0.50 165 0.39 276 0,56 211 0.42 90 0.18 255 0.42 
un rocessed) (118) (.14.54) 6.19) (-19.90) (67.27) (-23.55) (-57.35) (183.33) 
rude rubber 215 0.59 177 0.45 160 0.39 141 0.34 143 0.29 152 0.30 174 0.34 182 0.30 
including (82.20) (-17.67) (-9.60) (-11.88) (1.42) (6.29) (14.47) (4.60) 
ynthetic and 
.claimed 
1w wool 145 0.40 164 0.42 161 0.39 111 0.27 114 0.23 100 0.20 131 0.25 166 0.27 
(29.46) 13.10 (-1.83) -31,06) 2.70) (-12.28) (31.00) (26.72)  
' w cotton 156 0.43 9 0.02 22 0.05 88 0.21 289 0.58 259 0.51 431 0.84 256 0.42 
(-3.11) (-94.23) (144.44) (300.00) (228.41) (-10.38) (66.41) -40.60 
4anufactured 
roods 
dible oils 676 1.84 825 2.11 744 1.79 1695 4.05 1857 3.74 1334 2.64 1356 2.64 1814 2.95 
239.70 22.04 -9.82 127.82 9.5 (-28.16) 1.65 (33.73)  
ertilizer and 1683 4.59 911 2.33 1022 2.46 993 2.37 1283 2.58 664 1.31 622 1,21 542 0.88 
,itilizermf 59,98) (-45.87) (12.18) (-2.84) (29.20 (-48,25) (-633) (-12,86 
.heroical 2811 7.66 2925 7.47 299 0.72 395 0.94 361 0.73 338 0.67 444 0.86 3477 5.66 
fements and (20.8) (4,06) (-89.78) (32.11) (-8.61) (•6.37) (31.36) (683.11) 
un ounds 
1yeing tanning 152 0.41 169 0.43 179 0.43 189 0.45 194 0.39 191 0.38 237 0.46 277 0.45 
ad colouring (8.57) (11.18) (5,92) (5.59) (2.65) (-1.55) (24.08) (16.88) 
iaterial 
ledicinal and 406 1.11 307 0.78 389 ON 344 0,82 373 0.75 377 0.75 425 0.83 592 0.96 
harmaceutical (36,24) (-24,38) (26.71) (-11.57) - (8,43) (1.07) (12.73) (39.29) 
roducts 
Iastic material, 803 2.19 796 2.03 693 1.67 661 1.58 720 1.45 558 1.10 674 1.31 782 1.27 
;generated (32,51) (•0.87) (.12.94) (-4.62) (8.93) (-22.50) (20.79) (16.02) 
.11u1ose and 
tificial resins 
0 
1993-96 1996.97 1997-98 1998.99 1999.00 2000.01 2001-02 2002.03 
V% V % v %V% V %V % V % V % 
Pulp and waste 275 0.75 232 6.59 284 0.68 231 0.55 255 0.51 282 0.56 295 0.57 343 0.56 
paper (36.14 •15.64) 22,41 •18.66 10,39 10.59 (4.61) (16.27)  
Paper, paper board 473 1.29 499 1,78 502 1.21 449 1.07 447 0.90 439 0.87 447 0,87 449 0.73 
ndmanufacturers (92.28) (5.50) (0.60) (-10.56) (.0.45) (-1,79) (1,82) (0.45) 
thereof 
Pearls, precious 2106 5.74 2925 7.47 3342 8.06 3762 8.99 5436 10.94 4838 9.57 4623 8.99 6063 9.87 
and semi-precious (29,28) (38,89) (14.26) (12.57) (44,50) (•11,00) (4,44) (31,15) 
stones, uuworked 
or worked 
Ironand steel 1446 3.94 1934 4.94 1421 3.43 1178 2,81 	' 884 1.78 781 1,55 834 1.62 888 1,43 
24.33} (33.75 (•26.83 (•17.10) -24.96 (•11,65) 6,79) (b.47 
~1on-ferrous metals 904 2.46 1106 2.83 920 2,22 671 1.60 547 1.10 539 1.07 5230 10.17 5621 9.15 
(-3.83) (22.35) (-16.82) (•27.07) (-18,48) (1.46) (870.32) (7,48) 
Manufacturers of 278 0.76 316 0.81 325 0.78 405 0.97 405 0.82 391 0.77 407 0,79 488 0.79 
petals 34.95 13.b7 2.8SJ 24.62 0.00 •3.46 4A9 19.90 
Non-e1ectric] 4297 11.72 4169 10,65 4044 9.75 3437 8.21 3993 8.04 3703 7.33 6164 11.99 3813 6.21 
nachinery (46.06) (-2,98) (-3,00) (-15.01) (16.18) (•7,26) (66.46) (38.14) 
apparatus and 
ippliances 
Electrical 386 1.05 325 0.83 378 0.91 446 1.07 438 0.88 487 0.96 594 1.16 664 1.08 
machinery (53.78) (-15.80) (16.31) (17.99) (-1.79) (11.19) (21.97) (11.78) 
Ipparatus and 
liances 
transport 1105 3.01 1484 3.79 1051 2.53 611 1.46 1137 2.29 953 1.89 1150 2.24 1898 3.09 
1 ui ment x0.81) (3430 •2948 -41.86) (86.09 (.16.18) (20.67 (65.04)  
f otal capital goods 8458 23.06 8414 21.50 7538 18.17 6945 16.59 5972 12.02 5534 10.95 5884 11.44 7405 12.06 
m orts 32.84) (-0,S2) 41 (.7,87) (-14.01 (.7.33) 6.32) (25.85) 
Petroleum 
'roduct 
?etro1eum OR and 7526 20.52 10036 25.65 8164 19.68 6433 15.37 12611 25.39 15650 30.97 14000 27.23 17640. 28.72 
Lubricants 26.95 (33.35) (•18.65) -21.20 (96.03) 24.09) -10.54) 2b 
[otal Imports 36678 39133 41484 41858 49671 50536 51413 61412 
Bel. others 28,00 6,69 6,01 0.90) 18.67 1.94 1,74 19,4 
2003.04 2004.05 2005-06 200607 2007-08 2008-09 2009-10 
V % V °/a V % V % V °/a 
Primary product 
,ereals and cereal 19 0.02 26 0.02 36 002 1325.1 0.71 705.2 0.28 47 0.02 105 0,04 
)reparations (.24,00) (36.84) (38,46) (3580,83) (-46.78) (-93.34) (123.40) 
'ashewnuts 299 0.38 402 0.36 472 0.32 402.4 0.22 426 0.17 581 0,19 642 0,22 
unprocessed) (1725) (34.45) (17,41) (-14.75) (5,86) (36.38) (10,50) 
;rude rubber 281 0.36 409 0.37 414 0,28 628.7 0.34 785.6 0.31 861 0,28 1015 0.35 
including synthetic (54,40) (45.55) (1,22) (51,86) (24.96) (9.60) (17.89) 
u~d reclaimed) 
tawwool 190 0,24 193 0.17 204 0.14 238,2 0.13 270.7 0.I1 255 0,07 211 0,07 
(14.46) (1,58) (5,70) (16,76) (13,64) (-16.88) (-6.22) 
taw cotton 342 0.44 253 0.23 159 0.11 146.5 0.08 226.5 0.09 368 0.12 262 0.09 
(33,59) (-26.02) (-37.15) (-7,86) (54,61) (62.47) (-28.80) 
h1anufactured 
foods 
?dible oils 2542 3.25 2465 2,21 2024 1,36 21083 1,14 2558,6 1,02 3440 1.13 5583 1.94 
(40.13) (-3,03) (-17,89) (4.17) (21.36) (34,45) (62.30) 
"ertilizer and 635 0.81 1249 1.12 1991 1.33 3034.7 1.63 5044.1 2,01 12953 4.27 6694 2.32 
ert0izermfg, (17,16) (96,69) (59,41) (52,42) (66,21) (156.80) (-48.32) 
lemical elements 4663 5.97 6519 5.85 8037 5.39 1321.6 0.71 1625.4 0.65 2090 0.69 14197 4.92 
nd compounds (34,11) (39.80) (23,29) (-83.36) (22,99) (28.58) (579,28) 
)yeing tanning and 348 0.45 412 0.37 503 0,34 595.6 0,32 745,1 0.30 822 0.27 .903 0.31 
olouringmaterial (25,63) (18.39) (22.09) (18,41) (25.10) (10.32) (9.85) 
4edicina1 and 644 0.82 705 0.63 1028 0.69 1296.4 0.70 1672,6 0.67 1881 0.62 2099 0.73 
pharmaceutical (8,78) (9.47) (45.82) ((26.11) (29.02) (12.46) (11.59) 
products 
'lasticmaterial, 1082 1.38 1457 1.31 2268 1.52 2584.8 1.39 3685,7 1.47 3938 1.30 4991 1.73 
egenerated (3836) (34.66) (55,66) (13.97) (42.59) (6,85) (26,74) 
ellulose and 
rtificial resins 
2003-04 2004.05 2005.06 2006-07 2007-08 20084)9 2009.10 
V % V % V % V % V % V % V % 
'u!p and waste paper 409 0.52 489 0.44 573 0.38 639.3 0.34 777.9 0.31 800 0.26 881 0,31 
(19.24 (1956). 17.18 11.57 21.68 (2.84) 10.13 
'aper, paper board 658 0.84 728 0.65 944 0.63 1206.9 0,65 1426.7 0.57 1770 0.58 1504 0.52 
nd manufacturers (46,55) (10.64) (29,67) (27,85) (18.21) (24,06) (15.03) 
hereof 
'earls, precious and 7129 9.12 9423 8.45 9134 6.12 7487,6 4.03 7976.5 3.17 16554 5.45 16164 5.61 
emi•precious stones, (17.58) (32.18) (-3.07) (-18.02) (6,53) (107.53) (-2.36) 
nworked or worked 
on and steel 1506 1,93 2670 2.39 4572 3.07 6424,6 3.46 8690.1 3.46 9466 3.12 8242 2.86 
69.59 (77.29 71,24 (40,52 35.26) (8.93) -12.93 
1on•ferrous metals 7805 9.99 12460 11.17 13162 8.82 17250.8 9.29 21373 8.50 27544 9.07 32612 11.31 
(38.85) (59.64) 5.63) 31.07) (23.90) (28.87) (18.40)  
lanufacturers of 690 0.88 919 0.82 1211 0.81 1603.6 0.86 2662.9 1.06 3241 1.07 2402 0.83 
ietals (41.39) (33.19) (31,77) (32.42) (66.06) (21.71) (.25.89) 
lon•electrical 5204 6.66 7438 6,67 11086 7.43 15331.7 8.25 22056,5 8.77 23762 7.82 21341 7.40 
iachinery apparatus (36.48) (42.93) (49,05) (38.30) (43.86) (7.73) (.10.19) 
ad a 	liances 
lectrical machinery 872 1.12 1195 1.07 1504 1.01 1959.8 1.06 3004.4 1.19 3667 1.21 3114 1.08 
pparatus and (31,33) (37,04) (25.86) (30.31) (53.30) (22.05) (-15.08) 
liances 
ransport Equipment 3228 4.13 4327 3.88 8838 5.92 9438.6 5.08 20114.2 8.00 13222 4.35 11694 4.06 
70.07) (34.05) (104.25) (6,80 (113.11) 27 (-11.56 
otal capital goods 10389 13.29 14476 12.98 23522 15.77 28648.1 15,42 46923.5 18.66 47080 15.50 43234 14.99 
sports (40.30) (39.34) (62.49) (21.79) (63.79) (0.33) (-8.17) 
etroleum Product 
etroleum oil and 20570 26.32 29844 26.76 43963 29.47 57143,6 30.76 79644.7 31.68 91316 30.07 86776 30.09 
ubricants (16.61) (45.08) (47.30) (29.98) (39.37) (14.65) (-4.97) 
otoi Imports incl. 78149 111518 149166 185749 251439 303696 288373 
thers (27,2 (42.70) (33.76) (24.53) (35.37) (20.78) (-5,05) 
Note: Figures in parentheses are percentage change over preceding years. 
Source ; Calculated on the basis of data given in various issues of Economic Survey, Ministry of Finance, Government of India, New Delhi. 
gal Categories and Commodities 
.992-1993 to 2009-2010 
)3 to 2000-01 2001-02 to 2009-10 
r 	R2  
Primary Products 
13 R2  
Cereals and cereal 0 8NS  00 -3.3NS  0.006 33.5 0.33 
preparations (0.12) (0.21) (1.86) 
Cashew nuts 7.9 0.63 5.0 0.36 18.4 0.74 
(unprocessed) (5.23) (2.00) (4.41) 
Crude rubber (incl. 13.1 0.84 5.0NS  0.26 23.7 0.97 
synthetic and (9.19) (1.59) (15.30) 
reclaimed) 
Raw wool 4.6 0.64 -0.6NS  0.009 6.2 0.65 
(5.35) (0.25) (3.62) 
Raw cotton 14.1 0.36 22.4NS  0.18 -3.8 0.08 
(3.01) (1.24) (0.79) 
Manufactured 
Goods 
Edible oil 21.1 0.74 46.0 0.83 12.4 0.71 
(6.88) (5.99) (4.15) 
Fertilizers and 10.8 0.41 -1.4NS  0.02 40.1 0.91 
fertilizers nifg. (3.39) (0.39) (8.53) 
Chemical elements 8.3NS  0.15 -26.5 0.54 14.4NS  0.14 
and compounds (1.65) (2.88) (1.05) 
Dyeing tanning 13.8 0.96 11.8 0.78 12.3 0.95 
and colouring (20.37) (5.07) (20.79) 
material 
Medicinal and 12.3 0.88 4.2 0.51 20.6 0.98 
pharmaceutical (11.02) (2.73) (18.48) 
products 
Plastic material, 13.3 0.81 4.4 5  0.26 26.5 0.98 
regenerated (8.41) (1.56) (20.01) 
cellulose and 
artificial resins 
Pulp and waste 10.1 0.93 7.5 0.65 14.1 0.98 
paper (15.30) (3.64) (19.58) 
Paper, paper board 11.5 0.87 11.7 0.62 18.4 0.94 
and manufactures (10.37) (3.40) (11.20) 
thereof 
Pearls, precious 11.9 0.90 11.7 0.68 13.4 0.76 
and semi-precious (12.30) (3.92) (4.72) 
stones, unworked 
or worked 
105 
106 
Commodities 1992-93 to 2009-10 1992-93 to 2000-01 2001-02 to 2009-10 
R RZ (3 R2  0 _ Periods 
Iron and steel 13.8 0.64 0.6NS 0.2 34.4 0.92 
(5.35) (0.12) (9.10) 
Non-ferrous metal 28 0.85 1.6NS  0.016 24.0 0.98 
(9.86) (0.33) (20.40) 
Manufactures of 17.2 0.93 13.2 0.91 26.7 0.94 
metals (14.88) (8.56) (10.80) 
Non-electrical 14.0 0.85 9.2 0.53 23.4 0.87 
machinery (9.72) (2.85) (6.87) 
apparatus and 
appliances 
Electrical 17.2 0.94 11.5 0.87 24.5 0.96 
machinery, (17.24) (7.14) (13.36) 
apparatus and 
appliances 
Transport 19.3 0.78 2.2NS 0.02 32.6 0.85 
equipments • (7.64) (0.43) (6.47) 
Petroleum 
Products 
Petroleum oil and 17.7 0.92 10.6 0.65 26 0.96 
lubricants (14.19) (3.66) (14.11) 
Total Imports 15.6 0.94 10.8 0.93 24.2 0.97 
including others (15.90) (9.70) (16.15) 
NS : Non-significant 
All other growth rates are significant at 5% level of significance. 
Source : Calculated on the basis of data given in Table 4.18. 
Table 4.20 Direction of India's Exports: 1987-1988 to 2009.2010 
V = Values in US $ million 
= Percentage share in total exports 
1987.88 1988.89 1989-90 1990.91 1991.92 1992.93 1993.94 1994-95 
V !! V % v % V % V °lo V % V % V 
'ota1OECD 7121.70 58.91 8132.00 58.21 9287.30 55.91 102448.80 56.48 10337.00 57.86 11209.80 60,47 12648.30 56.88 15443.80 58,65 
;ountrios (0) (14.19) (14.21) (10.35) (0.86) (8,44) (12.83) (22.10) 
a) EU 3034.10 25,10 3401.40 24,35 4139.40 24.92 4988.50 27.49 4826,90 27.02 5246.80 28,30 5796.90 26.07 7030.10 26,70 
(0.00) (12,11) (21.70) (20.51) (-3,24) (8,70) (10.48) (21,28) 
b) North America 2379.80 19.69 2710.00 19.40 2844.80 17.12 2829.60 15.59 2109.70 17.41 3707.10 20.00 4226.40 19.01 5287.50 20,08 
(0.00) (13.88) (4.97) (.0.53) (9.90) (19.21) (14,01) (25.11) 
)USA 2252.10 18.63 2574.00 18,42 2686.20 16.17 2673.20 14.73 2921.10 1635 3515.90 18.97 3998.50 17.98 3020,70 19.07 
(0,00) (14.29) (4.36) (-0,48) (9.27) (20.36) (13.73) (25,56) 
1) Asia and 1402.70 11.60 1691.90 12,11 1862.30 11.21 1895.20 10.44 1818.20 10.51 1690.80 9.12 2020.00 9,08 2427.80 9.22 
)ceania (0,00) (20.62) (10,07) (1.77) (-0.90) (-9.98) (19.47) (20.19) 
) Othcr C1;CD 305,10 2.52 328.70 2.35 440.70 2.65 535.60 21.53 522.20 2,92 565.10 3,05 605.10 2.72 697.70 2.65 
ountrics (0.00) (7.74) (34,07) (2.95) (-2.50) (8,22) (7.08) (15.30) 
)PEC 741.90 6.14 823.70 5.90 1105.60 6.66 1020.40 .7.71 1561.80 8.74 1788.40 9.65 238210 10.71 2428.60 9.22 
(0.00) (11.03) (34.22) (5.62) (53.06) (14.91) (33,20) (1.95) 
;astern Europe 2000,60 16.55 2317.30 16.59 3202,30 19.28 3243.30 17.87 1952.70 10,93 814.60 4.39 1001.40 4,50 1057.10 4.01 
(0.00) (15.83) (38.19) (1.28) (-39,79) (58,28) (22,93) (5,56) 
'otal Developing 1718.80 14.22 2344.40 16,78 2593.40 15.61 3098.70 19.50 3587.10 20,08 4236,10 22.85 5797.60 26,07 6969.50 26.47 
ountries (D,00) (36.40) (10,61) (17,08) (15.76) (18,09) (36,86) (20,21) 
)Asia 1443,20 11,94 1955.10 13.99 2192.90 13.20 2610.00, 19.02 3016.40 16.88 3481.50 18.78 4892,00 22.00 5707,50 21,68 
(0.00) (35,47) (12,16) (14.38) (15.57) (15.42) (40.51) (16.67) 
i)Africa 242.70 2,01 275.10 1.97 326.40 1.96 393.60 20.59 441.30 02.47 566.50 3.06 661.20 2.97 877.50 3.33 
(0.00) (13.35) (18.65) (2.17) (12.12) (28.37) (16.72) (32,71) 
) Latin America 33.00 0.27 114.20 0.82 73,90 0.44 95.20 28.82 129.50 0.72 188.10 1.01 244.40 1.10 384.50 1.46 
punt ies (0.00) (246.06) (35.29) (0,52) . (3603) (45.25) (29.93) (57,32) 
otal Exports 12088,50 13970.40 16612,05 18145,20 17865-80 18537.20 22238.30 26330.50 
(0.00) (15.57) (18.91) (9.23) (-1,54) (3.76) (19.91) (18.40) 
1995.96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 
v % V % V % V % V % V % V % V % 
taIOECD 1770510 55.69 18601.40 55.58 19484.90 55.66 19264.00 57.99 21160.60 56.14 23431.60 52.68 21622.10 49.34 26382.60 50.04 
untries (14.64) (5,06) (4.75) (-1.13) (9,56) (11.21) (-7.89) (22.02) 
EU 8708.30 27.39 8655.30 25.86 9144.60 26.12 8946.60 26.93 9382.40 24.95 10410.80 23.36 9845.90 22.47 11522,50 21,86 
(23,86) (-0.61) (5.65) (•2,17) (4,87) (10.96) (-5.43) (17.03) 
North America 5825.80 18.32 6908.40 20.64 7236.10 20.67 7672.60 23.10 8973.80 23.87 9961.60 22.36 9098.20 -8.67 11597.00 21,99 
(10.18) (18.58) (4.74) (6.03) (16.96) (11.01) (27.43) 
USA 5020.70 17.36 6555.40 1959, 6802.90 19.43 7199.60 21.67 8395.50 22.23 9305.10 20.88 8515.30 19.42 10895.80 20.67 
(9.95) (18.75) (3.78) (5.83) (16.61) (10.83) (-8.51) (27.99) 
Asia and 2651,90 8.34 2456.90 7.34 2408.70 6.88 2096.20 6.31 2153.00 5.73 2263.60 5.08 1990.70 4.54 2435.90 4.62 
Dania (9,23) (-7.35) (-1.96) (.12.97) (2,71) (5414) (-12,06) (22.36) 
Other OECD 519.10 1.63 580.70 1.73 695.50 1.99 548.60 1,65 597.40 1.59 837.60 1.88 687.30 1.57 830.20 1.57 
noes (-25.60) (11.87) (19.77) (-21.12) (8.90) (40.21) (-17.94) (20.79) 
EC 3079.00 9.68 3228.80 9.65 3527.40 10.08 3550.70 10.69 3895.80 10.36 4850.00 10.88 5224.50 11.92 6884.60 13.06 
(26.78) (4.87) (9.25) (0.66) (9.72) (24.49) (7.72) I 	(31.78) 
ilern Europe 134.00 4.21 1098.50 3.28 1283.30 3,67 1052.90 3.17 1292.90 3.44 1317.80 2.96 1254.80 2.86 1248.10 2.37 
(26,16) (-18,2) (16.82) (-17.95) (22.79) (1.93) (-4.78) (-0.53) 
al Developing 9198,40 28.93 10036.70 29,99 10312.10 29A6 922130 27,76 10460,00 27.82 13012,60 29.20 13535,50 30,88 17862,30 33.88 
untries (31.98) (9,11) (2.74) (10.58) (13.43) (24.40) (4.02) (31.97) 
Asia 7307.80 22.98 8133.90 24.30 7972.40 22.77 6844.50 20.60 8205.50 21.82 10037.90 22.53 I0332.70 23.58 13981.00 26.52 
(28.04) (11.30) 	i (-1.99) (-14.15) (19.88) (22.33) (2.94) (35.31) 
Africa 1512.40 4.76 1421.30 4.25 1637.80 4.68 176190 5.30 1554.60 4.13 1956.40 4.39 2260.90 5.16 2575.70 4.89 
(72.35) (•6.02) (15.23) (7.58) (-11.77) (25.85) (15.56) (13-92) 
Latin America 377.90 1.19 481.40 I.44 701.90 2.01 614.80 1.85 699.80 1.86 1018.20 2.28 941.9D 2.15 1305.60 2.48 
reties (1.72) (27.39) (45.80) (-12.41) (13.83) (45.60) (-7.49) (38.61) 
:81 Exports 31794.90 33469.80 35006.40 33218.70 37598.60 44560.30 43826.70 52719,40 
(20.75) (5.27) (4,59) (-5.11) (13,19) (18,52) (-1,65) (30,29) 
2003-04 2004-05 2005-06 2006-07 2007-08 2008.09 2009-10 
V % V % V % V °/o V °/a V %V 
Total OECD 29629,20 46.41 36494.80 43.69 45836.80 44.46 53056.90 41.47 64272.10 39.45 68452.30 37.45 6141.60 359.31 
Countries Q1 23,17 (25.60) 15.7 (21.14) 6.50 -6.30 
(a) EU 13890,00 2176 17539.60 21,00 22385,00 21.7I 26805.90 2120 34490,20 21.17 38965,30 21.32 35922.20 201.23 
2045) 26.28 27.63) 19.75 28.67 12.97) •7.81 
(b) North 12253.20 19.19 14632,60 17.52 18374.60 17.82 19976.50 15.80 21977.30 13.49 22330.50 12.22 20600.80 115.40 
America 5.69 19.42) (25.57) 8.72 (10.02) (1.61) •7.75 
(c) USA 11490.00 18.00 13765.70 16.48 17353.10 16.83 I8866.10 14.92 20712.00 12.71 20972.30 11.47 19479.40 109.12 
(5.45 (19,81) (26.06) 8.72) (9.78) (1.26) (-7.12) 
(d)Asiaand 2379.40 3.73 2941.40 3.52 3444.40 3.34 4290,80 3,39 5162.30 3.17 4618.30 2,53 5251,40 29.82 
Oceania -2.32 23.62 17.10) 24.5 (2031) J•10,54 13.71 
1106,50 1.73 1381.30 1.65 1632,90 1.58 (e) 0~her 
 
1983.60 1.57 2642.20 1.62 2538.20 1.39 2367.20 13.26 
OECD (33,28) (24.84) (18,21) (21.48) (33.20) (-3.94) (-6.74) 
Countries 
OPEC 9544,40 14.95 13207.40 15.81 15282,20 14.79 20953.10 16.57 26989.70 16.57 38872.80 11.27 37648.60 210.9 
38,63 (3838) (15.41) 37.4 (28.81) (44.03) -3.15 
Eastern 1555.40 2.44 178010 2.13 1980.40 1.92 1554.10 1.23 1826.10 1.13 2012,7 1.10 179330 10.05 
Europe 4.62 14,45 1125 -21.53 18.15 9.61 -10.90 
Total 22784,30 35.69 31597.10 37.82 39736,40 38.55 50417.20 39.88 69171.10 82.46 68545.90 37.50 70099.80 392.69 
Developing (27,56) (38.68) (35.76) (26.88) (35.20) (.0.90) (2,27) 
Countries 
(a) Asia 18426.70 28.86 24968.40 29.89 30981.20 30.05 37611.50 29,75 51477.20 11.60 51252.80 28.04 53242.40 298.25 
(21,80) (35.50) (24.08) (21.40) (36.87) •0.44) (3,88) 
(b) Africa 3094.40 4,85 4478.60 5.36 5699.00 5.53 8679.50 6.87 7.51 633 58,36 
(20.14) 44.73) (2725) 52.30 (4092 35) (.10.01) 
(c) Latin 1263,20 1.58 2150,10 2.57 3056,20 2.96 4126.20 3.26 5463.20 3.35 5717.00 3.13 6440.10 36.08 
America (-3.25) (70.21) (42.14) (35.01) (32.40) (4.65) (12.65) 
Countries 
Total Exports 63842.60 83535.90 103090.50 126414.40 162904,20 182799.50 178751.4 
21.10 30.85 (23.41) (7)_ 12,21 -90,23 
Note ; Figures in parentheses are percentage change over the preceding years. 
Source: Calculated on the basis of data given in various issues of Handbook of Statistics on Indian Economy, RBI, Government of India, New Delhi. 
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Table 4.21 
Destination of India's Exports: 1987-1988 to 2009-2010 
(percent) 
S. No Regions 	`0  % Share Growth Rate 
Periods 1987-88 to 1992-93 to 1987-88 to 1992-93 to 
1990-91 2009-10 1990-91 2009-10 
(1) OECD Countries of 
which: 57.38 67.88 9.69 11.10 
(a)  EU 25.46 33.86 13.58 12.37 
(b)  North America of which: 
17.95 24.57 4.58 11.55 
(i) USA 
16.99 23.16 4.54 11.00 
(c)  Asia and Oceania 
11.34 6.96 8.11 6.74 
(d)  Other OECD countries 
2,62 2.49 15.84 10.43 
(II) OPEC 
6.08 23.71 9.39 20.25 
(ID:) Eastern Europe 
17.57 3.27 13.82 2.38 
(IV) Total Developing 
Countries of which: 15.92 32.47 16.63 18.87 
(a)  Asia and Oceania 
13.38 40.22 16.66 18.30 
(b)  Africa 
2.03 7.87 13.15 21.14 
(c)  Latin American 
Countries 
0.51 4.01 59.09 26.43 
Total Exports including Others 
100 100 10.93 9.27 
Source: Calculated on the basis of data given in Table 4.20. 
share of EU and North America increased while that of Asia and Oceania showed a 
decline in the post-reform period compared to that of pre-reform period. 
Another significant change in the destination structure of India's exports 
between two periods was the sharp decline in the relative share of Eastern Europe in 
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India's total exports. This share declined from 17.57 percent in the pre-reform period to 
3.27 percent in the post-reform period. 
On the other hand, OPEC and Developing Countries took a big leap' forward 
and more than compensated the losses suffered in the East Europe market. The share of 
OPEC improved significantly from 6.08 percent in the pre-reform period to 23.71 
percent in the post-reform period. In the case of Developing Countries this increase was 
from 15.92 percent to 32.47 percent between the two period. 
Structural changes were also revealed by the data on sources of India's imports. 
Broadly there was a sharp increase in the relative share of the Developing Countries 
while the share of the industrialized countries declined (Tables 4.22 and Table 4.23). 
Between pre and post-reform period, the relative share of Developing Countries as a 
group moved up from 18 percent to 26 percent. This was largely on account of the 
increase in the imports from Asia and Oceania. Between the two periods, the relative 
shares of the countries belonging to the OPEC group also increased from 14 percent to 
19 percent. This was mainly due to the surge in the oil import bill on account of higher 
prices. 
The share of OECD as a group in India's imports dropped considerably from 59 
percent in the pre-reform period to 43 percent during the post-reform period. Within 
this group the relative shares of all important regions and the USA' declined during the 
post-reform period compared to the pre-reform period. The relative share of East 
European Countries in India's imports declined from 8 percent during pre-reform 
period to 2 percent during the post-reform period. 
Table 4.22 Direction of India's Imports: 1987-1988 to 2009.2010 
V = Values in US $ million 
percentage share in total exports 
1987-88 1988-89 1989-90 1990 -91 1991.92 1992-93 1993.94 1994-95 
V % V % V % V % V % V % V % V % 
Total OECD 1026.5 60 11833.4 61 12784.2 60 13773 57 10522.4 54 12269.3 56 13083.3 56 14731.7 51 
Countries (0) 15,27 8,03 (7.73) •23.60 16.60 (6.64) 12.60 
(a) EU 5707,5 33 6218.1 32 7066.5 33 7067.1 29 5665.5 29 6603 30 7002 30 7114,6 25 
(0) (8.95) (13.64) (0.01) (•19.83) (16.55) (6.04) (1.61) 
(b) North 1744.1 10 2532.5 13 2833.5 13 3234.7 13 2274.8 12 2552,6 12 29.71.2 13 3171.2 11 
America (0) (45,20) (11.89) (14,16) (•29.68) (1221) (16.40) (6.73) 
(c) USA 1543.8 9 2236.2 11 2561.2 12 2923 12 1994.7 10 2147.6 10 2736,4 12 2905.7 10 
09) (44.85 14.53) (14.13) (-31.76 (7.67) (27,42 (6.19) 
(d) Asia and 2066,6 12 2338.6 12 2271.6 11 2689.5 11 2023.3 10 2326.8 11 2255.5 10 3031 11 
Oceania (0) (13.16) -2.86 (18.40) -24.770 (15.00) (-3.06) 34.38) 
(e) Other 717.3 4 744.2 4 612.5 3 781,7 3 558.9 3 786.9 4 856.7 4 1414.9 5 
OECD (0) (3.75) (-17.70) (27.62) (•28,50) (40,79) (3.62) (65,54) 
Countries 
OPEC 2277.4 13 2609.6 13 3031.6 14 3924 16 3821.1 20 4776.7 22 5221,5 22 6050.1 21 
0 14.59 16.17 29,44 (1.62 25.04 9.31 15.8 
Eastern 1639.5 10 1344.7 7 1781.2 8 1881.2 8 991.6 5 554.4 3 663.1 2 967.6 3 
Europe (0) -17.98 32.4 5.6 -47.32 -44.09 L5 72.83 
Total 29681 17 3697.9 19 3618,6 17 4490.4 19 4074 21 4280.9 20 4435,4 19 6902.4 24 
Developing (0) (24.63) (-2.14) (24,09) (•9.27) (5,08) (3.61) (55.62) 
Countries 
(a) Asia 2076,7 12 26.5,6 13 2656.8 13 3371.9 14 2872,4 15 3203.7 15 3573.9 15 5091.7 18 
(0) U25.47 1.9 26.92) (-14.81) . 11.53 (11,56) (42,47 
(b) Africa 503.1 3 681.5 3 529 2 572,7 2 840.5 4 756.4 3 574.6 2 1038.6 4 
(0) 35.46 (-22.38) (8.26 (46.76) -10.01 24.03 (80,75 
(c) Latin 387.4 2 410.8 2 432.9 2 545.8 2 361.1 2 320.8 1 287 1 772.1 3 
America (0) (6.04) (5.38) (26.08) (-33.84) (-11,16) (-10,54) (169,02) 
Counties 
Total Imports 17155.7 19497.2 21219,2 24072.5 19410.5 21881.6 23306.2 28654.4 
(0) 13,65 8,83 13,45 -19.3 (12.73) (6.51) 12.9 
1995-96 1996.97 1997-98 1998-99 199940 2000-01 2001.02 2002-03 
V % V % V % V % V % V % V % V% 
41140 19209.2 52 19453,6 50 21335.8 51 21859.7 52 21364.3 43 20157.9 40 20640.6 40 23301.1 38 
)untries (30,39) (I,29) (9.66) (2.46) (-2.27) (-5.65) (2.39) (12.89) 
I EU 10303.2 28 10624.8 27 10680.6 26 10723.8 25 10967.8 22 10510.2 21 10436.5 20 12541.7 20 
(44.82) (3.12) (053) (0.40) (2.28) (-4.17) (.070) (20.17) 
North 4242.6 12 3999.3 10 4137.8 10 4025.8 9 3944.2 8 3412.1 7 3679 7 5009.9 8 
nerica (33.79) (•5.73) (3.46) (•2.71) (-2.03) (-13.49) (7.82) (36.18) 
I USA 3861.4 11 3685.9 9 3716.9 9 3640.2 9 3563.3 7 3015 6 3149.6 6 4443.6 7 
(32.79) (-454) (0.84) (•2.06) (•2.10) (45.400 (4.46) (41.08) 
Asia and 3551.8 10 3584.1 9 3714.2 9 3999.1 9 3714.1 7 2984.3 6 3534.7 7 3249.5 5 
;eania (17.18) (0.91) (3.63) (7.67) (-7.13) (19.65) (18.44) (-8.07) 
~ Other 1111.6 3 1248.4 3 2803.2 7 3111 7 2138.2 6 3251.3 6 2990.3 6 2500 4 
~CD (-21.44) (12.31) (124.54) (10.98) (.11.98) (18.74) (-8.03) (-16.40) 
rlintrleS 
PEC 7644.4 21 10142.6 26 9404 23 7765.4 18' 12850.7 26 2688.8 5 2965.8 6 3479.4 6 
(26.35) (3268) (-7.28) (•17.42) (65.49) (-79.08) (10.30) (17.10) 
istern 1673.8 5 1102.7 3 1114.6 3 863.9 2 994.6 2 85.2 2 946,8 2 1149.9 2 
trope (72.98) (-24.12) (1.083) (•22.49) (15.13) (-14520 (11.36) (2040) 
ital 8145 22 8426.8 22 9626.1 23 11895.2 28 14524 29 11156.2 22 12776.4 25 15688.2 26 
veloping (18.00) (3.46) (14.23) (23.57) (22.10) (-23.29) (14,52) (22.79) 
iuntries 
~ Asia 6426 18 6573 17 7258.9 17 8535.2 20 9942,2 20 8459.5 17 9264.7 18 11303.8 18 
(26.21) (2.29) (10.44) , (17.58) (16.48) (•14.91) (9.52) (22.01) 
Africa 1131.7 3 1293.7 3 1766,7 4 2635.5 6 3645.7 7 1996.1 4 2502.4 5 3348.2 5 
(8.96) (14.31) (36.56) (49.18) (38.330 (45.25) (25.36) (33.80) 
Latin 587.4 2 559.6 1 600.6 1 724.6 2 936.1 2 700.6 1 10093 2 1036.2 2 
erica (-23.92) (-4.73) (7.330 (20.65) (29.19) (•25.16) (44.06) (2.67) 
entries 
tal Imports 36675,3 39132.4 41484.5 42388.7 49670.7 50536.5 51413.3 61412.1 
(27.99) (6.70) (6.0) (2.18) (17.18) (1.74) (1.73) (19.45) 
2003-04 2004.05 2005.06 2006.07 2007-08 2008-09 2009.10 
V % V % V % V °/fl V % V % V % 
Total OECD 29572.1 38 39989.9 36 51796.8 35 654393 35 89048.8 35 96387 32 94143 33 
Countries (26,91) (35.23) (29,52) (26.340 (36.08) (8.24) (-2,33) 
(a) EU 14717 19 18713 17 25151.3 17 29832,3 16 38413.7 15 42274.6 14 38348.3 13 
(17,34) (27,15) (34.41) (8.61) (28.77) (10,05) (.9.29) 
(b) North 5760.7 7 7777.1 7 10374.6 7 13513,5 7 22991.5 9 20897.6 7 19083.5 7 
America (1499) (3500) (33.40) (30.26) (70.14) (-9.I1) (-8.68) 
(c) USA 5034.8 6 7001.4 6 9454.5 6 11736.1 6 21019.3 8 18441,5 6 16985.4 6 
(13.30) (39.06) (35.04) (24.13) (79.10) (-12.26) (.7.90) 
(d) Asia and 5395.8 7 7187.6 6 9225,6 6 11869.4 6 14496.3 6 19194,2 6 19585.4 7 
Oceania (66.05) (33,21) (28.35) (28.66) (22,13) (32,41) (2,04) 
(e) Other 3698.6 5 3612.2 6 7045.3 10 224.1 6 13147.3 5 14020.6 5 17125.8 6 
OECD (47.94) (7066) (11.61) (45.12) (28.59) (6.64) (22.15) 
Countries 
OPEC 5606.2 7 10022.5 9 11171.1 7 56374.8 30 77310 31 97487.9 33 92360.5 32 
(61.21) (78.68) (11.46) (404.65) (37.14) (26.10) (-5.26) 
Eastern 1628.9 2 2514.2 2 3793.9 3 3922.6 2 3813.5 2 6611.9 2 6157.3 2 
Europe (42,90) (54.35) (50.90) (3,39) (-2.78) (73,38) (-6,88) 
Total 20567.2 26 28664.2 26 37890.5 25 59179.4 32 79260.8 32 9685&5 32 93716.9 32 
Developing (31.10) (39.08) (32.46) (1.21) (33.91) (22.20) (-3,24) 
Countries 
(a) Asia 16269.8 21 22581.3 20 30450.6 20 47363.9 26 64141.1 26 78679,6 26 93936.5 26 
(46.93) (38.79) (34.85) (55.54) (35A2) (22.67) (.6,03) 
(b) Africa 3103.9 4 3930.4 4 4742 3 6557.9 4 9338A 4 12480.5 4 12383.1 4 
(-7,30) (26.63) (20.65) (38.29) (42,40) (33.65) (•0.78) 
(c) Latin 1193.6 2 2092.5 2 2697.9 2 5267.7 3 5780.7 2 5698.4 2 7397.1 3 
America (15.19) (75.31) (28.93) (95.25) (9.74) (1.42) (29.81) 
Countries 
Total Imports 781949.1 111517.4 149165.7 185735.2 251439.2 298833.9 288372.9 
(27,25) (42.70) (33,76) (24.52) (35,38) (18,85) (-3.50) 
Note ; Figures in parentheses are percentage change over the preceding years. 
Source: Calculated on the basis of data given in various issues of Handbook of Statistics on Indian Economy, RBI, Government of India, New Delhi. 
115 
Table 4.23 
Destination of India's Imports: 1987-1988 to 2009-2010 
(percent) 
Regions 	`10  % Share Growth Rate 
S. Periods 1987-88 to 1992-93 to 1987-88 to 1992-93 to 
No 1990-91 2009-10 1990-91 2009-10 
(I) OECD Countries: 
59 43 7.76 13.72 
(a) EU 32 21 5.65 12.09 
(b) North America of which 
12 9 17.81 14.37 
(i) USA 
11 8 18.38 14.83 
(c) Asia and Oceania 
11 8 7.17 15.12 
(d) Other OECD countries 
4 5 3.42 25.36 
(II) OPEC 
14 19 15.05 39.58 
(III) Eastern Europe 
8 2 5.04 16.36 
(IV) Total Developing 
Countries: 
18 26 11.64 20.84 
(a) Asia and Oceania 
13 20 13.59 21.13 
(b) Africa 
3 4 5.34 20.08 
(c) Latin American Countries 2 2 9.37 25.01 
Total Imports including Others 
- - 8.98 16.90 
Source: Calculated on the basis of data given in Table 4.22. 
4.4 Problems and Prospects of India's Exports 
The above analysis also reveals challenges before India in the trade sector. 
These challenges are of raising the country's share in world exports, imparting both 
buoyancy and consistency in expansion of exports and attaining self-balancing in trade. 
Though India has been able to penetrate more effectively into the international market 
during the post reform period compared to that of pre-reform era, but its share in world 
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exports is not commensurate with its size. It has been difficult for India to push up its 
exports on a sustained basis. Similarly the pace of export earnings in relation to import 
payments cannot be considered as very encouraging. If the economy attains growth 
momentum and imports pick up further, the pressure on balance of payments cannot be 
avoided unless exports are pushed up on a consistent basis. 
India's exports have suffered due to structural constraints operating both on the 
demand and supply side. On the demand side exports have continued to face the 
problems of adverse world trading environment, protectionist sentiments in the 
developed countries in the guise of technical standards, environmental and social 
concerns and tariff differentials in imports by the developed countries. 
On the supply side the factors that have constrained exports from India include 
infrastructure constraints, high transaction costs, inflexibilities in labour laws, quality 
problems, constraints in attracting FDI in the export sector, etc. 
If these problems are removed, India with is abundant cheap labour, specific 
skills, agricultural diversify and industrial base will be able to make its presence felt 
more effectively in the international market. Also there is a need for a more vigorous 
drive to ensure that right goods of the right quality at the right price produced and sold 
in the right markets abroad. 
4.5 Concluding Remarks 
There has been a marked change in the perception of the government of India and 
its policy-makers in the past two decades towards the role of trade in the strategy of 
development of the country. Exports have come to be regarded not merely as a source 
of financing imports but also as a means of efficiently allocating resources. 
Accordingly trade policy of the pre-liberalization phase which discouraged exports and 
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fostered high cost import substitution has been replaced to a greater extent by an open 
trade regime. The basic thrust of this regime has been on globalization of the Indian 
economy, improving its competitiveness and expansion of exports to ease pressure on 
balance of payments. 
Exports appear to have responded well to this new trade regime. But the extent 
of penetration in the global market has been very limited at the aggregate level. The 
commodity-wise picture also shows that only a limited number of commodities have 
been able to register an upward move in their share in world exports. 
The reasons for such limited globalization of India's exports are both external 
and domestic. Externally, India's exports continue to face the problem of adverse world 
trading environment, protectionist policy of the ' developed nations and their tariff 
discrimination. Among the domestic factors that hamper India's exports are 
infiastroctural constraints, high transaction costs, poor quality, limited FDI in the 
export sector etc. An effective export strategy will have to keep these factors into 
account for future expansion in exports. 
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Chapter 5 
Reforms and FDI Inflows into India 
5.1 Introduction 
Another important component in the process of economic reforms in India has 
been the liberalization of foreign direct investment regime since 1991. Prior to that 
India's policy on FDI was rather restrictive and FDI was allowed in designated 
industries under various conditions regarding domestic equity participation, local 
content requirements, export obligation and local R&D promotion. Such a restrictive 
policy did not provide an environment conducive to FDI in India. With opening up of 
the Indian economy in 1991, FDI policy as part of broader process of economic reforms 
underwent a significant change. Foreign investment was allowed in a phased manner in 
most of the sectors and restrictive conditions were waived or relaxed. In this 
background, the present chapter is devoted to an analysis of India's FDI regime and 
performance in the post reform period. 
To put the problem in proper perspective, FDI policy regime before 1991 is 
summarised and its evolution in the post reform period is reviewed in depth in Section 
5.2. This is followed by an assessment of FDI inflows in India over the period 1992-
2010 in Section 5.3. In Section 5.4 we discuss FDI inflows in India over the period of 
study in an international perspective. Section 5.5 deals with the problems and prospects 
of FDI inflows in India. The final Section 5.6 summarises the main conclusions of the 
present chapter. 
5.2 Evolution of the FDI Policy in India 
The Government of India's policy towards FDI was a near "open door" policy 
during the 1950's. It became restrictive and selective in the late 1960's and 1970's. The 
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policy experienced gradual and partial liberalisation in the 1980's and full fledged 
liberalisation since 1991 along with medium term adjustment and long term structural 
reforms introduced in India. Thus, the evolution of policy regarding FDI in India can be 
discussed under four distinct phases: 
During the 1950's India pursued an open door FDI policy. It was acknowledged 
that foreign investment was required to be encouraged on mutually beneficial terms for 
industrial development. 
The official position on foreign investment was articulated by Jawaharlal 
Nehru, the first Prime Minister of independent India on April 6, 1949 when he 
recognised foreign capital as an important supplement to domestic savings for 
facilitating national economic and technological progress. Foreign investors were 
allowed full freedom of repatriation with the assurance of compensation in the 
unforeseen event of nationalization (Palit, 2009). 
The foreign exchange crisis of 1957-58 led to a further liberalization of the 
government's attitude towards FDI (Kumar, 2003). The core objective of the foreign 
capital policy was that the control of industrial undertakings should remain in the 
Indian hands. However, the government had granted permission in certain cases for 
allowing establishment of exclusive foreign enterprises. Foreign capital was preferred 
in specific areas which required new technology. Government also granted tax 
concessions to foreign enterprises and streamlined industrial licensing procedures to 
accord early approvals for foreign collaborations. In the case of 100 per cent export of 
output, foreigners were allowed to establish industrial units. To attract more foreign 
investment into the country, India offered many incentives and concessions to foreign 
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investors and set up the Indian Investment Centre in 1961 to promote foreign 
investment in India. 
The government policy on FDI turned restrictive since the late 1960's. This was 
due to the improvement in the technical capacity of domestic industry on the one hand 
and the large scale outflows of foreign exchange from India due to remittances of 
dividends, profits, royalties and technical fees by foreign investors on the other hand. 
The government adopted a more restrictive attitude towards FDI in the 1970's. 
The scope of foreign investment was not only confined to industries requiring 
sophisticated technology, but was accompanied by a deliberate attempt to divert FDI 
from consumer goods to capital and intermediate goods (Martinussen,1988). 
Restricting FDI was a part of efforts aiming to extend state control in various sectors of 
the economy and was consistent with promulgation of restrictive legislations such as 
Monopolies and Restrictive Trade Practices (MRTP) Act (1969), the Patent Act (1970) 
and allied measures such as nationalization of banks, insurance companies and coal 
mines. The industrial licensing policy of 1970 confined the role of large business 
houses and foreign companies to the core, heavy and export oriented sectors (Palit, 
2009). The main motive behind adoption of restrictive attitude towards FDI was the 
need to protect growing Indian industries from the threat imposed by private capital in 
India. It was felt that the foreign sophisticated products will pose challenge for 
upcoming Indian industries, not as perfect as their foreign counterpart. The restrictions 
kept on increasing with the introduction of MRTP Act in 1969 which brought all 
foreign companies under its control. 
In 1973, the new Foreign Exchange Regulation Act (FERA) came into force, 
requiring all foreign companies operating in India to register under Indian corporate 
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legislation with up to 40 percent equity (Sahoo, 2006). The Industrial Policy Statement 
of 1973, inter alia, identified high-priority industries where investment from large 
industrial houses and foreign companies would be permitted (Statement on Industrial 
Policy,1991). The Industrial Policy Resolution (IPR) of 1973 limited foreign 
participation to export-oriented industries that were strategically important for long 
term growth prospects of the country. The most restrictive controls were enforced 
through the Foreign Exchange Regulation Act (FERA) of 1973. FERA consciously 
discriminated between domestic and foreign investors making it mandatory for 
branches and subsidiaries of foreign firms to convert foreign equities to minority 
holdings. There were, however, some exceptions such as predominantly export-
oriented firms, or those producing items requiring sophisticated technology. But even 
these firms had to fulfil export obligations by exporting certain minimum parts of their 
annual turnovers (Palit, 2009). Since technological upgradation was an important 
aspect therefore, FDI without technology transfer were not emphasised. Foreign brand 
names, setting up of branch plant, etc. were not all owed. 
In 1977, it was stated that foreign companies that diluted their foreign equity 
up to 40 per cent under Foreign Exchange Regulation Act (FERA) 1973 were to be 
treated at par with the Indian companies. The Policy Statement of 1977 also issued a 
list of industries where no foreign collaboration of financial or technical nature was 
allowed as indigenous technology was already available. Fully owned foreign 
companies were allowed only in highly export oriented sectors or sophisticated 
technology areas. For all approved foreign investments, companies were completely 
free to repatriate capital and remit profits, dividends, royalties, etc. Further, in order to 
ensure balanced regional development, it was decided not to issue fresh licenses for 
setting up new industrial units within certain limits of large metropolitan cities (more 
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than 1 million population) and urban areas (more than 0.5 million population) 
(Industrial Policy Statement ,1977). 
Thus, the main driver of the foreign direct investments in India in three 
decades prior to 1980's were FERA (Foreign Exchange Regulation Act), MRTP Act 
(Monopolies and Restrictive Trade Practices Act), and Industrial Policies released from 
time to time. The main aim was to raise production of domestic industries and FDI was 
considered to supplement its requirements. 
The decade of eighties was a turning point in the history of FDI policies in 
India. FDI was now considered as a source to earn foreign exchange reserves rather 
than acting as a supplement to local industries. The pathetic `Hindu Rate of Growth' in 
the previous thirty years, low productivity, inefficiency of local industries were 
supposed to be an outcome of too much protection provided to Indian industries from 
international market. Such protection made Indian industries inefficient as compared to 
other developing countries which were having liberal FDI policies. 
The policies on FDI in India were reformed by introducing liberal measures. 
A number of measures were gradually initiated towards technological and managerial 
modernization to improve productivity, quality and to reduce cost of production. An 
important reform was the abolition of restriction imposed on foreign industries by 
FERA. The public sector was freed from a number of constraints and was provided 
greater autonomy. Services sector was opened to foreign direct investors mainly- Real 
estate, Telecommunications, Banking sector. In 1988, all industries, except 26 
industries specified in the negative list, were exempted from licensing. The exemption 
was, however, subject to investment and locational limitations. The automotive 
industry, cement, cotton spinning, food processing and polyester filament yam 
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industries witnessed modernization and expanded scales of production during the 1980s 
(Industrial Policy, 1980). The Industrial Policy Statement of 1980 focussed attention on 
the need for promoting competition in the domestic market, technological upgradation 
and modernisation. The policy encouraged foreign investment in high-technology 
areas. Restrictions under FERA on foreign equity to 100 percent export oriented units 
were liberalised. However, prior approval of government was required on all foreign 
investments in India and repatriation of capital. Foreign majority holdings for foreign 
exchange were rarely allowed under Foreign Exchange Regulation Act. As a result 
environment for foreign investment in India remained largely hostile. 
India introduced economic reforms in July 1991. The reform measures also 
included liberalisation of FDI regime. Many steps were taken to encourage foreign 
investment. The Industrial Policy Statement of 1991 laid stress on full exploitation of 
the foreign investment opportunities. 
In order to invite foreign investment in high priority industries, requiring 
large investments and advanced technology, it was decided to provide approval for 
foreign direct investment upto 51 percent foreign equity in such industries (Statement 
on Industrial Policy, 1991). This group of industries had generally been known as the 
"Appendix I Industries" and were areas in which FERA companies had already allowed 
foreign investment on a discretionary basis. This change was expected to go a long way 
in making Indian policy on foreign investment transparent. Such a framework would 
make it attractive for companies abroad to invest in India (Statement on Industrial 
Policy, 1991). The 51 percent level was chosen as this allowed foreign companies to 
amalgamate profits and losses from such a company into those of the parent company 
for tax purposes. Technology import was also put under the automatic route subject to 
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conditions on royalty (< 5% domestic, < 8% export) and lump sum payment (< Rs. I 
crore) (Virmani, 2001;Virmani, 2004). 
In the Industrial Policy Statement 1991 it was viewed that promotion of 
exports of Indian products called for a systematic exploration of world markets which 
was possible only through intensive and highly professional marketing activities. To 
the extent that expertise of this nature was not well developed in India, government 
pledged to encourage foreign trading companies to assist India in its export activities. 
Attraction of substantial investment and access to high technology involve interaction 
with some of the world's largest international manufacturing and marketing firms. The 
government decided to appoint a special board to negotiate with such firms so that 
India could engage in purposive negotiation with such large firms, and provide the 
avenues for large investments in the development of industries and technology in the 
national interest. 
In the eighties much emphasis was laid on technological improvement in 
India to raise production levels. This view was further strengthen in the Statement on 
Industrial Policy 1991 which stated: 
"With a view to injecting the desired level of technological 
dynamism in Indian industry, Government will provide automatic 
approval for technology agreement related to high priority 
industries within specified parameters. Similar facilities will be 
available for other industries as well if such agreements do not 
require the expenditure of free exchange. Indian companies will be 
free to negotiate the terms of technology transfer with their foreign 
counterparts according to their own commercial judgement. The 
predictability and independence of action that this measure is 
providing to Indian industry will induce them to develop 
indigenous competence for the efficient absorption of foreign 
technology. Greater competitive pressure will also induce our 
industry to invest much more in research and development and 
they have been doing in the past. In order to help this process, the 
hiring of foreign technicians and foreign testing of indigenously 
developed technologies, will also not require prior clearance as 
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prescribed so far, individually or as a part of industrial or 
investment approvals ". 
The liberalisation of Industrial Policy in 1991 introduced a two-way approval 
process for foreign direct investment. First was the automatic approval route which was 
applicable to all proposals where the proposed items of manufacture activity did not 
require an industrial license and was not reserved for the small scale sector. The initial 
limit on foreign investment was 51 per cent. Those seeking to invest under the 
automatic approval process were required to formally inform the Reserve Bank of India 
(RBI). This requirement has since been dispensed with and companies need only to 
inform the RBI after issue of shares to a foreign company. The upper limit for foreign 
equity participation under automatic approval was raised from 51 to 74 percent of the 
equity capital {and 100 per cent in case of Non-Resident Indian (NRI)} in select 
industries in January 1997. The list of industries open for automatic approval was also 
expanded. In the Budget Speech 1999-2000, it was announced that the scope of 
automatic approval would be expanded further. 
If the foreign investors wanted to enter other industries or secure higher 
percentage of foreign equity for themselves, they had to go through a formal process of 
case by case approval by the government with the Foreign Investment Promotion Board 
(FIPB) playing the main role (Rao, Murthy and Ranganathan, 1999). 
Additional liberalisation measures included 
Additional liberalisation measures included amendment of the 
FERA to remove the general ceiling of 40% on foreign ownership 
in FDl projects; the ban on the use of foreign brand names in the 
domestic market was lifted; the dividend balancing condition was 
withdrawn for all foreign investment approvals except for 22 
industries in the consumer goods sector; export obligations were 
relaxed; the terms of technology and royalty agreements were 
liberalised; and the sectors reserved for the SSI were opened up 
for foreign investments up to 24% of equity ownership. In 1997, 
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automatic route approval was expanded to 111 high priority 
sectors with various equity ownership limits between 50% and 
100%. 
OECD, (2009) 
The Foreign Investment Promotion Board (FIPB) was set up as the nodal, 
single window agency for all matters relating to FDI, with a view to promote FDI into 
India, [i] by undertaking investment promotion activities, [ii] facilitating foreign 
investment, [iii] purposeful negotiation/discussion with potential investors, [iv] early 
clearance of proposals, and [v] reviewing policy and putting in place appropriate 
institutional arrangements, transparent rules and procedures and guidelines for 
investment promotion and approvals. 
The Secretariat for Industrial Assistance (SIA), Ministry of Commerce & 
Industry, provides a single window service for entrepreneurial assistance, investor 
facilitation, receiving and processing all applications, assisting entrepreneurs and 
investors in setting up projects (including liaison with other organisations and state 
governments) and in monitoring the implementation of projects. 
Foreign Investment Implementation Authority (FIIA) provides a pro-active one 
stop after service care to foreign investors by helping them obtain necessary approvals, 
sort out operational problems and meet with various government agencies to find 
solution to their problems (Sahoo, 2006). 
The important measures undertaken in India since 1991 to attract FDI is 
summarised in Table 5.1. 
Table. 5.1 
Systematic View of FDI Policy (1990-1991 to 2009-2010) 
1.1990-1991 
In 1991 automatic approval of upto 51% of foreign ownership was 
introduced in 34 priority sectors, including mostly manufacturing 
industries and a few services sectors. 
2.1992-1993 
Indian mining sector was opened to foreign direct investment 
3.1993-1994 
Permission was granted to foreign investors and Non-Residents Indian 
(NRI) investors to repatriate their profits and capital. 
4.1997-1998 
• Non-Resident Indians (NRI) and Overseas Corporate Bodies (OCB) were 
given automatic approval for equity in priority industries. 
• In January 1997 FDI policy in mining was further liberalised. Automatic 
approval upto 50% was granted in foreign equity participation in mining 
projects while this limit was raised to 74% in services incidental to 
mining. 
• In January, 1998 simplified procedures for automatic FDI approvals were 
announced by Reserve Bank of India. This in turn implied that there is no 
need for Indian companies to acquire prior clearance from the Reserve 
Bank of India for inward remittance of foreign exchange or for the 
issuance of shares to foreign investors. 
5.1998-1999 
FEMA replaced FERA revealing change in government -attitude towards 
FDI. 
6.1999-2000 
Foreign Investment Implementation Authority (FIIA) was set up for 
providing a single point interface between foreign investors and the 
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government machinery, including state authorities. This body was also 
empowered to give comprehensive approvals. 
7.2000-2001 
The dividend balancing condition on consumer goods was finally 
abolished. 
8.2005-2006 
In March 2005, the government announced a revised FDI policy, an 
important element of which was the decision to allow FDI up to 100% 
foreign equity ownership under the automatic route in townships, housing, 
built - up 	infrastructure and construction - development projects. The 
year 2005 also witnessed the enactment of the Special Economic Zones 
Act, which entailed a lot of construction and township development that 
came into force in February 2006. 
9.2009-2010 
• FDI norms in various sectors such as commodity exchanges, credit 
information, and aircraft maintenance were relaxed. 
• Hundred percent foreign direct investments in Maintenance, Repair and 
Overhauling, (MRO) was allowed. 
• Hundred percent FDI permitted in mining of titanium bearing minerals. 
• Hike in the ceilings on public sector oil refineries. 
• Foreign investors were exempted from minimum capitalization and a three 
year lock-in period. 
Source: Collected from various sources such as Economic Survey (Various Issues), 
Handbook of Statistics on Indian Economy (Various Issues), Journals, Books, Working 
Papers, etc. 
India has become a signatory to Multilateral Investment Guarantee Agency 
(MIGA)-an affiliate of the World Bank-to provide foreign investors additional security 
against non-commercial risks and also signed Bilateral Investment Promotion 
Agreements (BIPAs) and Double Taxation Avoidance Treaties (DTATs) with several 
countries. The BIPAs have offered foreign investors in India strong guarantees in the 
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post establishment phase on fair and equitable treatment, national treatment, non-
expropriation without fair compensation, free remittance of profits and capital and 
access to international arbitration. The DTATs have removed tax disadvantages for 
multinational enterprises operating in India. 
5.3 Growth of Foreign Direct Investment Inflows to India 
The above discussion reveals that the period since 1991 has witnessed a 
significant change in the FDI policy regime in India. To assess the impact of this 
change in policy on FDI inflows to India, this section is devoted to an analysis of 
India's FDI performance in the post reform period: its size, sources and sectoral 
pattern. 
(i) Size of FDI: 
Table 5.2 (Fig. 5.1) gives details of year-wise net inflows of FDI in India for the 
period 1980-2010. It shows that in value terms net FDI inflows in 1980 was a meagre 
sum of $ 0.08 billion. In 1990, this increased to $ 0.24 billion or by 3 times. During the 
post reform period, it increased by 99 times from $ 0.25 billion in 1992 to $ 24.64 
billion in 2010. 
The acceleration in FDI inflows to India during the post reform period is also 
established if we analyze the performance on an annual average basis. This is shown in 
Table 5.3 (Figure 5.2). 
It can be seen from Table 5.3 that net FDI inflows to India remained at 
$ 0.12 billion during the pre-reform period on an annual average basis. This amount 
surged to $ 10.30 billion in the post reform period. However, the surge was not steady. 
It remained at $ 2.05 billion during the first decade of external sector reforms and 
jumped to $ 17.74 billion in the second decade. 
Table 5.2 
Trends in Net FDI Inflows to India: 1980-2010 
(values in US$ billion) 
Year FDI Inflows (net) Percent change over 
preceding year 
1980 0.08 0 
1981 0.09 13 
1982 0.07 -22 
1983 0.01 -86 
1984 0.02 100 
1985 0.11 450 
1986 0.12 9 
1987 0.21 75 
1988 0.09 -57 
1989 0.25 178 
1990 0.24 -4 
1991 0.08 -67 
1992 0.25 213 
1993 0.53 112 
1994 0.97 83 
1995 2.15 122 
1996 2.53 18 
1997 3.62 43 
1998 2.63 -27 
1999 2.17 -17 
2000 3.59 65 
2001 5.48 53 
2002 5.63 3 
2003 4.32 -23 
2004 5.78 34 
2005 7.62 32 
2006 20.33 167 
2007 25.35 25 
2008 42.55 68 
2009 35.65 -16 
2010 24.64 -31 
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Source: UNCTADSTAT, World Development Indicators, World Bank, Last updated on 
23 May 2012. 
Figure 5,1 
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Table 5.3 
Annual Average Growth Rates of Net FDI Inflows to India: 1980-2010 
(values in US$ billion and growth rates in percent) 
Periods Net FDI Inflows Growth Rate 
Pre-Reform Period 0.12 66.00 
1980-1990 
Post-Reform Period 10.30 48.45 
1992-2010 
(i) First Decade of Reform 2.05 67.84 
1992-2000 
(ii) Second Decade of Reform 17.74 31.00 
2001-2010 
Overall Period 1980-2010 6.36 48.68 
Source: Calculated on the basis of data given in Table 5.2. 
In terms of rate of growth, the growth was at 66 percent per annum during the 
pre-reform period. This decelerated to 48.45 percent in the post reform period. The rate 
of growth widely varied between the two decades of economic reforms: 67.84 percent 
per annum during the first decade of reform and at 31 percent per annum during the 
second decade. 
In the global context, FDI inflows to India witnessed a better performance 
during the period of study in comparison to world inflows. As a result India had a rising 
share in world FDI inflows. This is borne out by Tables 5.4 and 5.5. 
(ii) Actual Inflows versus Approvals: 
The Table 5.6 shows the realization of FDI inflows in India. In early years of 
economic reforms there was a huge gap between approved FDI and actual FDI inflows 
in India perhaps due to fear from foreign capital and criticism from many beaureucrats, 
etc. The realization rate was quite high at 70.01 percent in 1991 which significantly 
Figure 52 
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Table 5.4 
India's FDI Net Inflows in World Context: 1980-2010 
Year 
World FDI Net 
Inflows India's FDI Net Inflows 
India's Share in 
World FDI (Net) Inflows 
US S 
billion 
% change 
over 
preceding 
period 
US$ 
billion 
% change 
over 
preceding 
period 
US $ billion 
/o change over %
preceding 
period 
1980 54.08 - 0.08 - 0.001479 - 
1981 695.70 1186.48 0.09 12.50 0.000129 -91.26 
1982 580.59 -16.55 0.07 -22.22 0.000121 -6.80 
1983 502.68 -13.42 0.01 -85.71 0.000020 -83.50 
1984 568.39 13.07 0.02 100.00 0.000035 76.88 
1985 863.78 51.97 0.11 450.00 0.000127 261.91 
1986 863.78 0.00 0.12 9.09 0.000139 9.09 
1987 136.64 -84.18 0.21 75.00 0.001537 1006.28 
1988 164.02 20.04 0.09 -57.14 0.000549 -64.30 
1989 197.27 20.27 0.25 177.78 0.001267 130.96 
1990 207.45 5.16 0.24 -4.00 0.001157 -8.71 
1991 154.07 -25.73 0.08 -66.67 0.000519 -55.12 
1992 165.88 7.67 0.25 212.50 0.001507 190.25 
1993 223.32 34.62 0.53 112.00 0.002373 57.48 
1994 256.00 14.64 0.97 83.02 0.003789 59.65 
1995 342.39 33.75 2.15 121.65 0.006279 65.72 
1996 388.55 13.48 2.53 17.67 0.006511 3.69 
1997 486.38 25.18 3.62 43.08 0.007443 14.30 
1998 707.58 45.48 2.63 -27.35 0.003717 -50.06 
1999 1089.59 53.99 2.17 -17.49 0.001992 -46.42 
2000 1402.68 28.73 3.59 65.44 0.002559 28.51 
2001 826.17 -41.10 5.48 52.65 0.006633 159.16 
2002 626.87 -24.12 5.63 2.74 0.008981 35.40 
2003 572.79 -8.63 4.32 -23.27 0.007542 -16.02 
2004 742.38 29.61 5.78 33.80 0.007786 3.23 
2005 982.59 32.36 7.62 31.83 0.007755 -0.40 
2006 1461.86 48.78 20.33 166.80 0.013907 79.33 
2007 1970.94 34.82 25.35 24.69 0.012862 -7.51 
2008 1744.10 -11.51 42.55 67.85 0.024397 89.68 
2009 1185.03 -32.05 35.65 -16.22 0.030084 23.31 
2010 1243.67 4.95 24.64 -30.88 0.019812 -34.14 
Source: UNCTADSTAT, World Development Indicators, World Bank, Last updated on 23 
May 2012. 
136 
Table 5.5 
Annual Average Growth Rates of India's Share in World FDI (Net) Inflows: 
1980-2010 
Periods Growth Rate (%) 
Pre-Reform Period 123.06 
1980-1990 
Post-Reform Period 34.48 
1992-2010 
(i) First Decade of Reform 35.90 
1992-2000 
(ii) Second Decade of Reform 33.20 
2001-2010 
Overall Period 61.02 
1980-2010 
Source: Calculated on the basis of data given in Table 5.4. 
decelerated to 18.1 percent in 1992, 21.01 percent in 1993. This trend reversed from 
1998 when realisation rate increased to 48.1 percent, slightly reduced to 40.1 percent in 
1999 but since 2000 it kept on increasing with 71.67 percent in 2000, 214.47 percent in 
2003 and 218.91 percent in 2006. During the period of reform, the realisation of FDI 
inflows in India was 72.3 5 percent. 
(iii) Sectoral Trends in FDI Inflows: 
The flow of FDI into different sectors in India reveals interesting pattern. At the 
time of economic reform it was perceived that FDI inflows would be more concentrated 
towards manufacturing sector thereby raising domestic productivity, production and 
revenues because this sector has strong linkage effect. But over the period of time 
reverse trend was observed. The FDI inflows were directed towards services sector 
(Table 5.7). 
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Table 5.6 
Approved and Actual FDI in India: 1991-2006 
Year 
Amount of FDI 
(amount in rupees million) Percentage of 
Realization 
Approved Inflows 
1991 5049.0 3534.8 70.01 
1992 39178.9 6912 18.1 
1993 88618.0 18619.6 21.01 
1994 89552.2 31122.3 34.75 
1995 308821.1 64853.6 21.01 
1996 308860.5 87521.9 28.34 
1997 503888.6 129897.6 25.78 
1998 275895.7 132692.1 48.1 
1999 251402.8 101667.1 40.44 
2000 172369.7 123537.3 71.67 
2001 209396.8 167777.5 80.12 
2002 110581.0 181955.6 164.55 
2003 54165.9 116171.7 214.47 
2004 87412.5 172665.2 197.53 
2005 78995.3 192990.9 244.31 
2006 230036.1 503572.5 218.91 
Total 2813224 2035491.9 72.35 
Source : Handbook of Industrial Policy & Statistics, 2006-07, DIPP, Govt. of India, New Delhi. 
Note : Data is from January to December except for 1991 which is for Aug. to Dec. 
Table 5.7 
Sectors Attracting Largest FDI in India 
Sectors/Periods 1991-1999 2000-2010 
40443.82 1184053 
Services Sector 
(11.08) (20.84) 
Computer Software and 472744.15 
Hardware* 0  (8.32) 
40376.82 467377.15 
Telecommunication 
(11.06) (8.22) 
420517.27 
Housing and Real estate 0 
(7.40) 
398019.90 
Construction Activities 0 
(7.00) 
263024.82 
Automobile Services 0 
(4.63) 
36433.77 258793.34 
Power 
(9.98) (4.55) 
6333.77 179598.95 
Metallurgical Industries 
(1.73) (3.16) 
135859.10 
Petroleum and Natural Gas 0 
(2.39) 
39861.28 129259.10 
Chemical other than Fertilizer 
(10.92) (2.27) 
Source: Calculated on the basis of data given in various issues of SIA 
Newsletter, Government of India, New Delhi. 
Note: Figures in parenthesis are percentage to total. 
*Included in Electrical equipments till 2003. 
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(iv) Sources of FDI Inflows to India: 
There has been an important change in country wise inflows of FDI to India in 
post reform period (Table 5.8). During the first decade of economic reforms USA was 
the biggest direct investor in India while in second decade Mauritius turned out to be 
largest direct investor in India. Another significant feature is the emergence of 
Singapore as second largest direct investor in India in second decade of economic 
reforms. Further we can see that slowly direct investments from developed countries 
are falling while that of developing is increasing. One possible reason could be often 
emergence of recessionary phases in developed world in the past twenty years and the 
growing developing and newly industrialized economies. 
(v) Route- Wise FDI Inflows: 
There has been a significant change in the routes through which FDI inflows 
comes in Indian economy. The four routes are- government approvals (through FIPB, 
SIA), automatic route, acquisition of existing shares and through RBI's various NRI 
schemes. At the time of economic reforms there were only two routes: Government 
approvals (through FIPB, SIA) and RBI various NRI schemes (Table 5.9). The total 
FDI inflow in 1991 (Aug-Dec) was Rs.3535 million of which major part came through 
the route of RBI various NRI schemes. However, in order to facilitate speedy inflows 
of FDI into India RBI automatic approval route was introduced in 1992. This route 
witnessed large inflows and surpassed the FDI inflows through RBI various schemes in 
1998. Since then it kept on rising. However, the largest quantum of FDI inflows took 
place through the route government approval (through FIPB,SIA) till 2003. Post 2003 
FDI inflows through automatic approval turn out to be the major source of FDI except 
for year 2005. After 2003 RBI various NRI scheme as a separate channel was abolished 
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Table 5.8 
Country Wise FDI Inflows to India: 1991-2009 
(values in rupees million) 
Top Ten Investor Countries in India 
(1991-1999) (2000-2009) 
Country Value Percentage 
to total 
Country Value Percentage 
to total 
USA 461845 24.69 Mauritius 2050026.81 42.55 
Mauritius 221983.34 11.87 Singapore 420447.76 8.73 
UK 159767.18 8.54 USA 361377.4 7.50 
South 
Korea 
96900.96 5.18 UK 248033.55 5.15 
Japan 91076.18 4.87 Netherlands 196156.44 4.07 
Germany 79027.65 4.22 Japan 167657.94 3.48 
Australia 65552.5 3.50 Cyprus 164691.96 3.42 
Malaysia 55606.24 2.97 Germany 121143.21 2.51 
France 50354.3 2.69 UAE 68322.69 1.42 
Netherlands 46951.68 2.51 France 66778.72 1.39 
Total 
including 
other 
countries 365074.37 
Total 
including 
other 
countries 
4722312.36 
Grand Total 1870558.91 Grand Total 4817826.08 
Source: Calculated on the basis of data given in SIA Reports various issues, DIPP, Ministry 
of Commerce and Industry, Government of India, New Delhi. 
and it was merged under the heading RBI automatic approval route. Therefore, RBI 
automatic approval route turned out to be the largest FDI generator in post 2003 period. 
Table 5.9 
Statement On Year-Wise / Route-Wise FDI Equity Inflows 
From August 1991 To April 2011 
amount in rupee (US$) million)  
Year Govt. approval 
January- Route Automatic Inflows through RBI's -Various 
December) (FIPB,SIA) Route acquisition of NRI's Schemes TOTAL 
existing shares # 
1991 1,9I2 - - I,623 3,535 
Au -Dec 78 (66) (144)  
1992 4,907 475 - 1,530 6,912 
(188) (59) (2641  
1993 10,414 2,411 - 5,795 18,620 
(340) (78) (189) 607 
1994 16,044 3,626 - 11,452 31,122 
511 116 (365) 991 
1995 39,674 5,302 - 19,878 64,854 
(1,264) (168) (633) (2,065)  
1996 57,667 6,196 3,038 20,621 87,522 
(1,677) 180 (88) 600 (2,545)  
1997 101,284 8,677 9,540 10,397 129,898 
(2,824) (241) (266) - (290) (3,621) 
1998 82,397 6,107 40,594 3,594 132,692 
2,086 154 (1,02)__ (91) 3,359 
1999 61,895 7,608 19,608 3,488 92,599 
1474 (181j__ 467 (83) 2,205 
2000 63,368 16,975 20,581 3,487 104,411 
(1,474) 394 (479) (81) 2,428 
2001 96,386 32,41I 29,622 2,292 160,711 
2,142 (720) (658) (51) (3,571)  
2002 69,580 39,030 52,623 1I1 161,344 
(1,450) (813) (1,096) (2) (3,361)  
2003 42,956 23,399 29,284 - 95,639 
934 509 (636) 2,079 
2004 48,517 54,221 45,076 - 147,814 
1,055 1,179 979 3,213 
2005 49,728 68,687 74,292 - 192,707 
(1,136) (1,558) (1,661) (4,355)  
2006 69,683 321,758 112,132 - 503,573 
(1,534) 7,120 (2,465) (11,119)  
2007 107,873 361,002 186,075 - 654,950 
(2,585) 8,889 4,447 (15,921)  
2008 135,588 (3,209) 1,004,681 256,966 - 1,397,255 
(23,650) (6,170) (33,029)  
2009 229,717 919,849 160,233 1,309,799 
(4,680) 19,056 3,308 (27,044)  
2010 115,966 655,519 188,664 960,149 
(2,542) (14,354) 4,1 l 1 (,007)  
2011 39,095 205,083 47,714 291,892 
(January- (878) (4,575) (1,059) (6,512) 
Aril 
TOTAL 1¼ 1,444,652 3,743,017 1,276,062 84,268 6,547,998 
(as on (USS (USS (US$ (US$ (USS 
31.03.11) 34,060) 83,952 28,91L 2,510) 149,441)  
Source: RBI, (FED) Central Office, Mumbai, SIA Newsletter, Vol. 20, No.1, DIP?, 
Government of India , New Delhi, May 2011. 
Note: 1. ^ on the basis of clarification received from RBI, the amount of Stock Swap & Advance pending for 
issue of shares has been deleted from the cumulative FDI data. 
2. # Data prior to 1996 not provided by RBI. 
3. Since 2003, inflows included under the heading RBI's Automatic Route. 
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(vi) Technical versus Financial Collaborations: 
. There has been an increase in number of technical and financial collaborations 
in post reform period (Table 5.10). The main motive of the Iiberal FDI policies was to 
bring in more technical collaboration in order to raise domestic productivity. However, 
it was the financial collaborations that surpassed the technical collaborations. There are 
two factors: first the liberal investment opportunities in India, and secondly Iack of any 
attractive proposals for technical collaboration that led to the rise in financial 
collaborations. 
Table 5.10 
Size of FDI 
Period 
Number of Collaborations 
Technical Financial 
Aug-Dec 1991 491 175 
1992 839 691 
1993 691 785 
1994 792 1090 
1995 882 1355 
1996 774 1559 
1997 660 1665 
1998 595 1191 
Jan-June 1999 215 752 
Source: Mukherjee LN (2001), India's External Sector, Oxford 
University Press, New Delhi, p.49. 
(vii) FDI in Relation to Total Foreign Capital Inflows: 
As a part of the liberalization process India has also allowed foreign portfolio 
investment by Foreign Institutional Investors (Flt's). In fact, FII has often outpaced 
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FDI inflows over the period of study (Table 5.11). However, the inflows of FDI have 
been relatively stable than foreign portfolio investment. 
5.4 FDI Inflows to India in an International Perspective 
Liberalisation of the FDI policy regime has resulted in a substantial expansion 
of FDI inflows to India during the post reform period both in absolute and relative 
terms. FDI inflows to India stood at a low level of $ 0.08 billion during 1991 picked up 
significantly thereafter reaching a peak of $ 24.64 billion in 2010 (Table 5.2). With 
this performance India surpassed its own record of pre reform period (Table 5.3). At 
the global level too India's performance was outstanding (Table.5.4). Consequently, 
India's share in global FDI inflows increased steadily. India ranked 8 ' among top FDI 
recipient in the world in 2009-2010. 
It is however, important to note that the surge looks impressive only in 
isolation. Comparative figures place India at a very low position. 
It can be seen from Table 5.12 that in the years 2009 and 2010, the size of FDI 
inflows to India stood at $ 35.65 billion and $24.64 billion respectively as opposed to 
$ 114.21 billion and $ 185.08 billion in China during the same period. Thus, what India 
received during these two years was not even half of what was received by China. This 
means that economic reforms in India have still a long way to go to attract FDI inflow 
into the country. 
Table 5.11 
FDI in Relation to Total Foreign Capital Inflows 
(values in USA million) 
Year/ Foreign (1) (2) (3) 
Capital Share of FDI Inflows in 
Inflows FDI Inflows Total Capital Inflows Total Capital Inflows 
97 103 94% 
1990-1991 
129 133 97% 
1991-1992 (33) (29) (3) 
315 559 56% 
1992-1993 (144) (320) (-99)  
586 4153 14% 
1993-1994 (86) (643) (-75) 
1314 5138 26% 
1994-1995 (124) (24)  (81)  
2144 4892 44% 
1995-1996 (63) (-5) (71)  
2821 6133 46% 
1996-1997 (32) (25)  (5 
3557 5385 66% 
1997-1998 (26)  (-12) (44) 
2462 2401 103% 
1998-1999 (-31) (-55) (55) 
2155 5181 42% 
1999-2000 (-12) (116) (-59 
4029 6789 59% 
2000-2001 (87) (31) (43) 
6130 8151 75% 
2001-2002 (52) (20) (27)  
5035 6014 84% 
2002-2003 (-18) (-26) (28)  
4322 15699 28% 
2003-2004 (-14) (161) (-67) 
6051 15366 39% 
2004-2005 (40) (-2) (43) 
8961 21453 42% 
2005-2006 (48) (40) (6) 
22826 29829 77% 
2006-2007 (155) (39) (83)  
34835 62106 56% 
2007-2008 (53) (I08) ((-27)  
37838 23983 158% 
2008-2009 (9) (-61) (181) 
37763 70139 54% 
2009-2010 (0) (192) (-66 
30380 61851 49 
2010-2011(P) (-20) (-12) (-9)  
Source: Calculated on the basis of data given in Handbook of Statistics on Indian 
Economy 2005-2006, 2010-2011, RBI, Government of India, New Delhi. 
Note: Figures in parenthesis are percent change over preceding period. 
P: Provisional Data 
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Table 5.12 
Comparative Analysis of FDI Inflows in India and China: 1980-2010 
Year/ 
Economies 
India China 
World F'DI 
(net) 
inflows US $ 
billion 
% change 
over 
preceding 
year 
Share 
in 
World 
FDI 
(net) 
inflows 
U5 $ 
billion 
% change 
over 
preceding 
year 
Share 
in 
World 
FDI 
(net) 
inflows 
1980 0.08 0 0.15 0 0 0 54.08 
1981 0.09 12.5 0.01 0 0 0 695.70 
1982 0.07 -22.2 0.01 0.43 0 0.1 580.59 
1983 0.01 -85.7 0.00 0.64 48.8 0.1 502.68 
1984 0.02 100.0 0.00 1,24 93.8 0.2 568.39 
1985 0.11 450.0 0.01 1.65 33.1 0.2 863.78 
1986 0.12 9.1 0.0I 1.87 13.3 0.2 863.78 
1987 0.21 75.0 0.15 2.3I 23.5 1.7 136.64 
1988 0.09 -57.1 0.05 3.19 38.1 1.9 164.02 
1989 0.25 177.8 0.13 3.39 6.3 1.7 197.27 
1990 0.24 -4.0 0.12 3.48 2.7 1.7 207.45 
1991 0.08 -66.7 0.05 4.36. 25.3 2.8 154.07 
1992 0.25 212.5 0.15 11.15 155.7 6.7 165.88 
1993 0.53 112.0 0.24 27.51 146.7 12.3 223.32 
1994 0.97 83.0 0.38 33.78 22.8 13.2 256.00 
1995 2.15 121.6 0.63 35.84 6.1 10.5 342.39 
1996 2.53 17.7 0.65 40.18 12.1 10.3 388.55 
1997 3.62 43.1 0.74 44.23 10.1 9.1 486.38 
1998 2.63 -27.3 0.37 43.75 -1.1 6.2 707.58 
1999 2.17 -17.5 0.20 38.75 -11.4 3.6 1089.59 
2000 3.59 65.4 0.26 38.39 -0.9 2.7 1402.68 
2001 5.48 52.6 •0.66 44.24 15.2 5.4 . 826.17 
2002 5.63 2.7 0.90 49.3 11.4 7.9 626.87 
2003 4.32 -23.3 0.75 47.07 -4.5 8.2 572.79 
2004 5.78 33.8 0.78 54.93 16.7 7.4 742.38 
2005 7.62 31.8 0.78 117.2 113.4 11.9 982.59 
2006 20.33 166.8 1.39 124.08 5.9 8.5 1461.86 
2007 25.35 24.7 1.29 160.08 29.0 8.1 1970.94 
2008 42.55 67.9 2.44 175.14 9.4 10.0 1744.10 
2009 35.65 -16.2 3.01 114.21 -34.8 9.6 1185.03 
2010 24.64 -30.9 1.98 185.08 62.1 14.9 1243.67 
Source: Calculated on the basis of data given in UNCTADSTAT, World Development Indicators, 
World Bank, Last Updated on 23 May 2012. 
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5.5 Problems and Prospects of FDI Inflows in India 
Although India has done well in terms of attracting the FDI, the potential has 
not been fully exploited. The major deterants to the FDI inflows to India may be 
considered broadly under the following heads: 
(a) Low Global Competitiveness of Indian Economy: 
The World Economic Forum prepares an ' annual index to measure 
competitiveness of different countries. It "assesses the abilities of countries to provide 
high levels of prosperity to their citizens. This in. turn depends on how productively a 
country uses available resources. Therefore, Global Competitiveness Index measures 
the set of institutions, policies, and factors that set the sustainable current and medium-
term levels of economic prosperity." 
According to 2010-2011 ranking of the Global Competitiveness Index (GCI) 
by World Economic Forum, India slipped from 49th rank in 2009-2010 to 51St in 2010-
2011 and further fell down to 56th in 2011-2012 indicating low competitiveness of the 
Indian economy in global context (Table 5.13). 
Table 5.13 
Global Competitiveness Index Ranks of India 
Country/Year 2009-2010 2010-2011 2011-2012 
India 49 51 56 
Source: Global Competitiveness Report, World Economic Forum, Various issues. 
(b) Tough Business Environment: 
The World Bank conducts an annual study on "Doing Business in India". The 
study is based on a series of annual reports investigating the regularities that enhance 
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business activity and those that constrain it. In terms of Doing Business, higher 
ranking means better rules and regulations for businesses and stronger protection of 
property rights. A higher rank of country is expected to attract direct investors in that 
country. In the latest report India is ranked 134th in 2011 indicating a tough business 
environment (Table 5.14). It will have an adverse impact on Foreign Direct Investment 
since foreign companies will be discouraged to invest in India in such a gloomy 
scenario. 
Table 5.14 
Ranks of Ease of Doing Business Index of India 
CountrylYear 2009 2010 2011 
India 132 133 134 
Source: Ease of Doing Business Index, International Finance 
Corporation, The World Bank, Various issues. 
(c) Low Purchasing Power: 
Certainly India is the second largest populated economy in the world but the 
FDI inflows remain low due to lack of required demand levels for direct investors. 
Lack of sufficient purchasing power reduces capacity to purchase goods and services. 
This in turn lowers demand and hence direct investors do not prefer to invest in great 
quantities. 
(d) Infrastructural Facilities: 
A crucial hurdle in India is poor infrastructural facilities available in most of 
the Indian states particularly power supply, roads and railways. This is one of the 
important reasons for slow growth of FDI inflows in India. It is important to note that 
most of the states which manage to attract large inflows of FDI in India were 
148 
traditionally also important trade centers mainly situated along the coastal regions. 
They possess better infrastructural facilities as compared to rest of India and some of 
southern towns possess world class road networks. 
Although India has fourth largest railway network in the world after United 
States followed by Russia and China but its performance is highly unsatisfactory. 
Uncertainty and vagueness in Indian railway's performance discourages foreign 
investors to invest in India and instead prefers her counterpart and neighbour China for 
FDI. 
Road networks in India are third largest in the world. Roads are inadequate 
and potholed and enough to irritate European investors. Inadequate road conditions 
made it extremely difficult for both domestic and foreign industries to supply products 
in the market on time. The construction of Golden Quadrilateral created hopes but due 
to its inaccessibility to hinterlands it failed to attract the expected foreign attention. 
(e) Rising Inflation 
Rising inflationary tendencies in India is bound to affect FDI adversely. For 
the past couple of years India has been witnessing frequent inflationary pressures 
which creates chaos at political, economic and social fronts of Indian economy. This in 
turn gives rise to economic, social and ultimately political uncertainty which reduces 
the dependability of direct investors on Indian economy, and in the long run can result 
in pullouts by foreign investors. It is also important to control inflation in India as it 
will further depress the already low purchasing power of Indians which in turn will 
further hold back FDI. 
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(t) Political Instability: 
Direct investors must have the surety of `stability' in the host economy if they 
wish to invest huge amounts. This means both economic as well as social sector 
stability. This comes up from the political system of particularly, democratic countries 
like India. This system in India has not been very encouraging from the viewpoint of 
foreign investors and affected inflows adversely. 
Under these circumstances, India's efforts to attract relatively higher levels of 
FDI in the years ahead will depends on the adoption of a more purposeful and 
pragmatic approach towards this source of foreign capital. India has great potential in 
terms of natural resources, labour availability and intellectual capital. We have a 
modem financial system, a large domestic market, a large educated middle class, 
capacity to absorb modem technology, marketing and managerial skills. The capacity 
to absorb Iarger FDI inflows is thus, manifestly present. What is needed for the full 
realisation of this potential is a special drive to overcome the difficulties enumerated 
above and create a more competitive environment- "a level playing field" in the 
economy. 
5.6 Concluding Remarks 
India's economic reform programme since 1991 has boosted FDI inflows and 
the country has surpassed its own record of the pre-reform period. It has also performed 
well in comparison with the growth rate in global inflows of FDL Consequently, 
India's share in global FDI inflows has increased steadily in the post reform period. 
However, it is important to note that even after two decades of introducing 
reforms in India, the wide gap between the actual foreign direct investment and 
approved foreign direct investment exits which need immediate changes in policy 
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guidelines. Further, since India is likely to be more vulnerable to external shocks, 
efforts should be made to diversify scope of FDI along with an increase in intensity and 
frequency of such flows in Indian economy. 
India also continues to be on a lower ladder among some major FDI receiving 
countries of Asia. Apart from other reasons one of the prime reason for this is low 
Human Development Index in India. Low levels of purchasing power of Indians reduce 
demand for MNC's products. Further underdeveloped infrastructure as wIl as Green 
Politics (e.g. location of POSCO Steel Plant in Orissa) discourages them to setup their 
plants in India. In recent years India has inherited high inflationary tendencies which 
will have serious repercussion on already Iow purchasing power of Indians thus, 
forwarding FDI's to other developing economies. The recent eruption of corruptions 
and scams will further reduce FDI inflows into Indian economy. 
Under these circumstances, India needs to adopt a more purposeful and 
pragmatic approach towards FDI. The amount of capital inflows into an economy is 
determined by the degree of international confidence which world economies have on 
`host' economy. International confidence is determined by political scenario, economic 
progress, social scenario, degree of bureaucratic hassles, quality of infrastructure, etc. 
In post reform era, India has created high degree of international confidence among 
foreign investors. As a result, despite some infrastructural bottlenecks which create 
doubts and uncertainties among foreign investors, confidence on India's business 
environment is increasing day by day. Today most economies of the world want to grab 
a place in the queue for FDI in India. What is needed for attracting more FDI inflows in 
India is the creation of a more competitive environment "a level playing field" in the 
economy. 
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Chapter 6 
Reforms and India's External Indebtedness 
6.1 Introduction 
During the early 1990's India was caught into a vicious circle of external debt 
when its magnitude had gone up from $20.7 billion in 1980-81 to $83.6 billion by 
1990-91 and to $85.4 billion by 1991-92. Its share in GDP had increased from 13.7 
percent to 30.7 in 1980 to 31 percent in 1991 and to 35 percent in 1992 during the 
corresponding period. The service payments which stood at $1.41 billion in 1980-81 
had jumped to $8.98 billion in 1990-91 and to $8.25 billion in 1991-92. The growth in 
service payments accounted for 9.3 percent, 31.9 percent and 31.2 percent respectively 
of the current account earnings during the corresponding period. The debt was 
impeding the process of economic development. Hence, reducing the external debt 
burden became an important component of external sector reforms introduced in the 
country. To achieve this goal the government emphasised the foreign investment 
channel for substituting foreign borrowings and redesigned the policy concerning 
foreign borrowing. 
Against this background the present chapter discuses the nature of policy 
changes with respect to external debt and evaluate its impact on arresting the growth of 
the quantum of external debt during the post reform period. The chapter is divided into 
six sections. Section 6.2 provides the measures of policy reforms to cure external 
indebtedness. Section 6.3 analyses the trends in India's external debt since 1991. 
Section 6.4 presents issues of the sustainability of India's external debt. Section 6.5 
presents a comparative study of India's external debt with certain selected economies. 
And finally Section 6.6 concludes the main findings of the chapter. 
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6.2 Measures of Policy Reforms to Cure External Indebtedness since 1991 
During the 1980's faced with increased requirements of external fund to finance 
the widening current account deficit and the decline in access to concessional sources 
of finance, India took recourse to commercial loans especially the short term 
borrowings. The country also approached IMF for fund in the early 1980's. As a 
consequence India's external debt increased steadily during the 1980's. The growth 
was particularly noticeable during the second half of the 1980's. The proportion of 
commercial debt in total debt had reached the level of 32.43 percent in 1991 from 15 
percent in 1981. The debt servicing as a proportion of current receipts had increased 
from 10.2 percent in 1980-81 to 35.3 percent in 1990-91. 
Such a large external debt along with critical developments in the economy 
triggered the balance of payments crisis in India in 1991. Foreign commercial lenders 
had shut the door to India while creditors were knocking at the door. India's first ever 
default on its international payments appeared imminent. 
These developments necessitated a fresh look at the debt management strategy in 
the country and India initiated a multi-pronged strategy to bring the external debt 
situation at a more comfortable level since 1990's. The emphasis shifted towards 
prudent management of external debt keeping in view sustainability, solvency and 
liquidity. The approach to external debt management was broadly based on the 
recommendations of the High Level Committee on Balance of Payments Policy, 1993 
(Rangarajan Committee, 1993). Following these recommendations, the strategy was 
guided by: 
1. 	Continuation of annual cap, minimum maturity restrictions and prioritising the 
use of external commercial borrowings; 
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2. LIBOR-based ceilings on interest rates and minimum maturity requirements on 
foreign currency denominated Non-Resident Indian deposits to discourage "hot 
money" component of such deposits; 
3. Reduction in short-term debt together with controls to prevent its undue increase 
in future; 
4. Retiring/refinancing of more expensive external debt; 
5. Measures to encourage non-debt creating financial flows; 
6. Incentives and schemes to promote exports and other current receipts; and 
7. Conscious build-up of foreign exchange reserves to provide insurance against 
external sector uncertainties (India's External Debt: A Status Report, 2001). 
Short Term Debt: 
An important aspect of external debt management in India since the 1990's has 
been the control over short-term component. 
The policy in 2000-2001 regarding short-term debt highlights the fact that 
appropriate maturity structure, rather than being a micro decision, has a macro aspect 
and a stability issue. Management of short term external debt focuses on: 
1. restricting the quantum of the short-term debt to manageable limits, 
2. strict monitoring of such liabilities, 
3. allowing short-term debt transactions only for import purposes, 
4. a minimum maturity of one year for foreign-currency denominated non-resident 
deposits, 
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5. 	discouraging roll-over of short-term liabilities beyond six-months (India's 
External Debt: A Status Report, 2001). 
External Commercial Borrowings: 
For having a control over external commercial borrowings government has 
followed the policy of annual cap , minimum maturity restrictions and prioritising of 
their use. After taking account of the requirement of sectors in Indian economy and 
balance of payment, government every year fixes the cap on external commercial 
borrowings. 
In March 1999 further modifications were made in by increasing the number of 
sectors which were allowed to raise external commercial borrowings. This was 
accompanied by interest rate limits relaxation and elimination on restrictions on end 
use of the borrowings to a large extent. The government further permitted raising of 
fresh external commercial borrowings upto $50 million along with permitting RBI to 
approve external commercial borrowings upto $100 million along with raising of limit 
to $200 million for equity investment in infrastructure projects in the year 2000. 
External commercial borrowing (ECB) has been guided by the overall 
consideration of prudent external debt management. Access to ECB has been generally 
restricted to resident Indian corporations and development financial institutions, 
thereby keeping out banks from such borrowings. At the same time, ECB have been 
subjected to overall annual ceilings, maturity norms and end-use restrictions. Effective 
February 2004, companies can borrow up to US$500 million under the `automatic 
route', and above this limit with the RBI's approval. End-use and maturity 
prescriptions have also been substantially IiberaIized in the recent years, besides 
permitting ECB for rupee expenditures. Indian corporations can now access ECB from 
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any recognized lender with a minimum maturity of three years subject to a ceiling on 
spreads over LIBOR rates. End-use restrictions for financing real estate and equity 
market investment are still in force (except for developing integrated townships and 
financing public enterprise disinvestment). A distinguishing feature of the liberalized 
regime is to provide greater flexibility to companies in managing their exposure on 
ECB. This is being done by allowing prepayment under the automatic route (without 
any ceiling) and also permitting hedging through rupee forward covers (up to one year 
as is currently available) and rupee options (introduced in June 2003). Furthermore, in 
order to enable corporations to hedge exchange rate risks and raise rupee resources 
domestically, rupee-denominated structural obligations are permitted to be credit 
enhanced by international banks/international financial institutions/venture partners. 
While these measures will encourage companies to hedge their exposure and thereby 
limit risks on their balance sheets, given their long-term exposure to currency risks, 
there is an urgent need to develop the ascent rupee derivatives market expeditiously 
(Jadhav, 2003). 
Non-Resident Deposits: 
The policies regarding non-resident deposits aim at providing stability to such 
flows through a variety of measures. Amongst these policies are: 
1. a policy induced shift in favour of local currency denominated deposits, 
promotion of non-repatriable deposits, 
2. rationalisation of interest rates on rupee denominated deposits, 
3. linking of interest rates to LIBOR for foreign currency denominated deposit, 
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4. de-emphasising short-term deposits (of up to 12 months) in case of foreign 
currency denominated deposits, 
5. an active use of reserve requirements in relation to the cycle of capital flows has 
been employed as a part of monetary management, 
6. to eliminate the foreign exchange risk to the official agencies, exchange 
guarantees provided by RBI on such deposits were also discontinued (India's 
External Debt: A Status Report, 2001). 
The reserve requirement on these deposits has also been varied as an instrument 
to influence monetary and exchange rate management and to regulate the size of the 
inflows depending on the country's requirements (Jadhav, 2003). 
Shift to Non-Debt Creating Inflows: 
In the crisis year 1990-91, as high as 83% of the total capital inflows amounting 
to $ US 71 billion were debt-creating inflows of all kinds (including 15.2 percent short 
term credits) to finance the current account deficits of 3.2 percent of GDP (Srinivasan 
and Bhavani, 2007). It was this factor that led policy makers to shift focus from debt 
creating inflows in the pre-reform period to non-debt creating inflows in post reform 
period. Various policies were laid down to encourage non-debt capital inflows along 
with discouraging debt creating inflows. 
Foreign Investment: 
In order to facilitate FDI inflows Foreign Investment Promotion Board was 
constituted followed by automatic approval by RBI. The threshold limit of 40 percent 
on foreign equity investment was abolished. The policies regarding foreign investment 
particularly FDI are discussed in detailed in Section 5.2 of Chapter.5. 
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6.3 Trends in India's External Debt in Post-Reform Period 
In this section we examine the performance of India's external debt in post 
reform period and compare the same with the pre-reform period in order to assess 
whether the growth in external indebtedness has decelerated during the period of 
reform. Table 6.1 (Figure 6.1) shows that India's total external debt was $US 20.7 
billion in 1980-1981 which kept on increasing at an annual average growth rate of 
13.75 percent throughout pre-reform period (Table 6.2) reaching the level of $ US 85.4 
billion in the crisis year 1991-1992. However, in the post reform period there was a 
remarkable improvement in India's external debt position as it grew at an annual 
average growth rate of 6.56 percent per annum only due to prudent external debt 
policies adopted by the government. 
The government incurred huge expenditures in the decade of 1980's particularly 
after mid 1980's in an attempt to move the economy on the path of market led growth. 
Some economic reforms stressing on pro-business orientation, greater role of market 
and incentives to exporters were introduced in early eighties. This was followed by 
reforms in field of Services sector, Science and Technology in the post 1985. This led 
to a surge in economic growth rate to 5.6 percent in 1980's thereby bringing economy 
out of `Hindu Rate of Growth' of 3.5 percent. However, this turned out to be a `debt led 
growth'. The huge spending led to growing fiscal imbalances throughout 1980's which 
intern led to borrowings from Reserve Bank of India (RBI) thereby having an 
expansionary impact on prices. Fiscal deficits were also the prime cause of rising 
current account deficits that aggravated the external debt problem in eighties. The 
average growth rate of external debt was US $ 27.4 billion during 1980-1981 to 1984- 
1985 but it increased to US $ 56.13 billion during second half of 1980's or 1985-1986 
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Table 6.1 
Trends in India's External Debt 1980-1981 to 2009-2010 
(values in $ US billion) 
Year Total Debt Percentage Change Over Preceding Year 
1980-1981 20.7 - 
1981-1982 22.7 9.66 
1982-1983 27.5 21.15 
1983-1984 32.1 16.73 
1984-1985 34 5.92 
1985-1986 41 20.59 
1986-1987 48.1 17.32 
1987-1988 55:6 15.59 
1988-1989 60.5 8.81 
1989-1990 75.4 24.63 
1990-1991 83.6 10.88 
1991-1992 85.4 2.15 
1992-1993 90.3 5.74 
1993-1994 94.3 4.43 
1994-1995 102.5 8.70 
1995-1996 94.5 -7.80 
1996-1997 93.5 -1.06 
1997-1998 94.3 0.86 
1998-1999 97.6 3.50 
1999-2000 98.3 0.72 
2000-2001 99.1 0.81 
2001-2002 97.5 -1.61 
2002-2003 106.3 9.03 
2003-2004 113.4 6.68 
2004-2005 123.2 8.64 
2005-2006 120.2 -2.44 
2006-2007 158.5 31.86 
2007-2008 202.9 28.01 
2008-2009 225.9 11.34 
2009-2010 249.9 10.62 
Source: a) Global Development Finance, World Bank, Various Issues. 
b) India's External Debt: A Status Report, Department of Economic Affairs, 
Ministry of Finance, Government of India, New Delhi, Various Issues. 
k. 
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Table 6.2 
Annual Average Growth Rates of India's External Debt: Selected Periods 
Periods Percentage 
Pre- Reform Period 
1980-1981 to 1990-1991 13.75 
Post- Reform Period 
1992-1993 to 2009-2010 6.56 
(a) First Decade of Economic Reform 
1992-1993 to 2000-2001 1.7.7 
(b) Second Decade of Economic Reform 
2001-200210 2009-2010 11.35 
Overall Period 
1980-1981 to 2009-2010 9.04 
Source: Calculated on the basis of data given in Table 6.1. 
to 1989-1990 deteriorating balance of payments and putting excessive burden on 
foreign exchange reserves and Gross Domestic Product (GDP). 
In brief some of the critical causes of surge in external indebtedness in 1980's 
may be summarised as under:- 
1. 	The foundation for the perilous accumulation of external debt was laid in 1982 
itself when an economically ailing economy like India organised Asiad/Asian 
Games which had a whopping expenditure of around Rs.700 crores to Rs.1000 
crores. This was highly unjust on part of India to propose to organise such a 
mega event at the time when Indian economy was itself on the mercy of 
Figure 6,1 
Trends in India's External Debt:1980.1981 to 2009.2010 
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international lending agencies. Huge spendings were made on making Delhi a 
world class city, making of stadiums, building hotels, roads, shops, tourist 
attractions like Appu Ghar, Pragati Maidan, etc. Such superfluous expenditures 
on Asian Games had consumed a gigantic amount of country's wealth which 
could have been used for economically productive developmental causes in 
coming years. 
2. Another reason was emphasis on technological developmental that led to heavy 
expenditures burden in the post 1985-1986. 
3. Excessive non-developmental expenditures on eighth Lok Sabha election in 
1984-1985, ninth Lok Sabha election in 1989 and tenth Lok Sabha election in 
1991 was a huge burden for already struggling Indian economy in late 1980's 
that raised deficits problem. 
4. Defence expenditure substantially increased after mid eighties. 
5. There was a surge in expenditure on subsidies. It increased from Rs.19.1 billion 
in 1980-1981 to Rs.107.2 billion in 1990-1991. 
6. Two oil shocks in seventies particularly second oil shock in 1979 aggravated 
fiscal deficits problem thereby raising trade deficits problem. 
The build up of external debt in India in the 1980's led the government to 
introduce the policies of external debt management in the 1990's and the new 
millennium. This had to a positive influence on India's external debt situation and the 
annual average growth rate in India's external debt in the post reform period turned out 
to be smaller at 6.56 percent as against 13.75 percent in pre-reform period. 
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However, the slowdown in India's external debt was not steady throughout the 
post reform period. The external debt kept on increasing till 1994-1995 (Table 6.1) on 
account of fragile economic situation which called for borrowing to initiate the 
programme of industrialization along with covering up of deficits on government 
accounts. After 1994-1995 external debt had a downward trend on account of 
favourable economic indicators till 1999-2000 but witnessed fluctuating trends 
thereafter. In 2002-2003 India's external debt crossed the US$ 100 billion mark. The 
external debt during 2004-2005 increased to $US 123.2 billion from US$ 113.4 billion 
in 2003-2004 due to the impact of fall of the dollar against other world currencies. In 
2005-2006 external debt fell down by $US 3 billion due to redemption of India 
Millennium Deposits worth $5.5 billion. During 2006-2007 the percent change in 
external debt over preceding year was highest at 31.86 percent when it reached to $US 
158.5 billion due to huge corporate borrowings overseas by way by external 
commercial borrowings and foreign currency convertible bonds showing a surge in 
domestic investment activity. During 2007-2008 external debt again had a second 
largest increase when it increased by 28.01 percent in comparison to preceding period 
reaching US$ 202.9 billion due to weakening of US dollar against major international 
currencies and the rupee. This was exaggerated by the highest share of short term debt 
in total external debt which was 15.84 percent at $US 25.1 billion in 2006-2007 (Table 
6.3) along with highest increase of 57 percent in commercial borrowings to $US 41443 
million ($US 41.4 billion) in 2007 (Table 6.4; Figure 6.2). This was followed up by 
highest increase in export credit by 44% when it reached to $US 10328 million ($US 
10.3 billion) in 2008 accompanied by highest rise in bilateral debt by 23% to US$ 
19708 (US$ 19.7 billion) in 2008. All this significantly contributed to ballooning 
of external debt in 2008-2009 and 2009-2010. In March 2010 India emerged as 
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Table 6.3 
Trends in India's Short Term Debt vis-a-vis Long Term Debt: 
1980-1981 to 2009-2010 
V = Values in $ US billion 
= Percentage to Total External Debt 
Year 
Short Term Debt Long Term Debt 
V % V 
1980-1981 1.3 6.28 19.5 94.20 
1981-1982 1.6 7.05 21.2 93.39 
1982-1983 2.4 8.73 25.1 91.27 
1983-1984 3.3 10.28 28.8 89.72 
1984-1985 3.7 10.88 30.4 89.41 
1985-1986 4.4 10.73 36.6 89.27 
1986-1987 4.9 10.19 43.2 89.81 
1987-1988 5.7 10.25 49.9 89.75 
1988-1989 6.4 10.58 54.1 89.42 
1989-1990 7.5 9.95 67.9 90.05 
1990-1991 8.5 10.17 75.1 89.83 
1991-1992 7.1 8.31 78.4 91.80 
1992-1993 6.3 6.98 83.9 92.91 
1993-1994 3.6 3.82 90.7 96.18 
1994-1995 4.3 4.20 98.2 95.80 
1995-1996 5.1 5.40 89.4 94.60 
1996-1997 6.7 7.17 86.8 92.83 
1997-1998 5 5.30 89.3 94.70 
1998-1999 4.3 4.41 93.3 95.59 
1999-2000 3.9 3.97 94.4 96.03 
2000-2001 3.5 3.53 95.6 96.47 
2001-2002 2.7 2.77 94.8 97.23 
2002-2003 4.6 4.33 101.7 95.67 
2003-2004 4.7 4.14 108.7 95.86 
2004-2005 7.5 6.09 115.7 93.91 
2005-2006 8.8 7.32 111.406 92.68 
2006-2007 25.1 15.84 133.404 84.17 
2007-2008 36.1 17.79 166.83 82.22 
2008-2009 43.9 19.43 182.17 80.64 
2009-2010 46.6 18.65 203.39 81.39 
Annual Average Share During  
Short Term Debt % Long Term Debt % 
1980-1981 to 1990-1991 9.55 90.56 
1992-1993 to 2009-2010 7.84 92.16 
(a) 1992-1993 to 2000-2001 4.97 95.01 
(b) 2001-2002 to 2009-2010 I0.71 89.31 
1980-1981 to 2009-2010 8.48 91.56 
Source: Calculated on the basis of data given in: 
a) Global Development Finance, World Bank, Various Issues 
b) India's External Debt: A Status Report, Department of Economic Affairs, Ministry of 
Finance, Government of India, New Delhi, Various Issues. 
Table 6.4 
Trends in India's Long Term External Debt by Components: 1991-2010 
Multilateral Debt Bilateral Debt IMF Export Credit 
Year $ US billion Share in $ US billion Share in Total $ US billion Share in $ US billion Share in 
Total Long Long Term Total Long Total Long 
Term Debt Debt (%) Term Debt Term Debt 
CIO CIO J%)  
1991 20900 27.77 14168 18.83 2623 3.49 4301 5.72 
1992 23090 29.52 15466 1977, 3451 4.41 3990 5.10 
(10) (9) (32 (.7)  
1993 25008 
(8) 
29.88 16154 
4 
19.30 4799 
(39) 
5.73 4322 
8 
5.16 
1994 26263 
S) 
29.49 17450 
8 
19.59 5040 
5 
5.66 5203 
(20)  
5.84 
1995 28542 30.13 20270 21.40 4300 4,54 6629 7.00 
(9) (lb) (-15) (27) 
1996 28616 
(0) 
32.26 19213 
(-5) 
21,66 2374 
(-45) 
2.68 5376 
(-19) 
6.06 
1997 29218 33.68 17494 2017 1313 1.51 5861 6.76 
(2)  -9 -45 (9 
1998 29553 33.40 16969 19.18 664 0.75 6526 7.38 
(1) (-3) (-49) (11 
1999 30534 32.97 17499 18.89 287 0.31 6789 7.33 
(3)  (3 (-67) (4)  
2000 31438 33.33 18175 19.27 26 0.03 6780 7.19 
(3) (4) (-91) (0 
Year Multilateral Debt Bilateral Debt IF Export Credit 
$ US billion Share in S US billion Share in Total $ US billion Share in $ US billion Share in 
Total Long Long Term Total Long Total long 
Term Debt Debt (°I°) Term Debt Term Debt 
31105 31.84 15975 16.35 0 0 5923 6.06 
2001 (-1 -12 (-100) (-13 
31899 33.19 15323 15.95 0 0 5368 5,59 
2002 (3) -4) (0) -9 
29994 29.92 16802 16.76 0 0 4995 4.98 
2003 (6) 10 (0) (.7)  
29297 27.07 17277 15,96 1008 0.93 4697 4,34 
2004 -2 3 (0) -6 
31744 27,30 17034 14.65 1029 0,88 5022 4,32 
2005 (8) -1 2 (7)  
32620 27.28 15761 13.18 981 0.82 5420 4.53 
2006 (3) -7 (-5) (8)  
35337 24.50 16065 11.14 1029 0.71 7165 4.97 
2007 (8) 2) 5 32) 
39490 22.10 19708 11.03 1120 0.63 10328 5.78 
2008 (12) (23) (9)  (44) 
39538 21.82 20610 11.38 1018 0.56 14481 7.99 
2009 (0) (5) -9 (40)  
42857 20.54 22593 10.83 6041 2.89 16857 8.08 
2010 (8) (10 493 (1 
Annual Average Share (%) During 
Multilateral Debt Bilateral Debt IME Export Credit 
1991-2010 28.90 16.76 1.83 6.01 
(a)1991-2000 31.24 19.81 2.91 6.35 
(b)2001-2010 26.56 13.72 0.74 5.66 
Year Commercial Borrowings NRI & FC (B&O) Deposits Rupee Debt Total Long Term Debt 
$ US billion Share in Total $ US billion Share in Total $ US Share in Total $ US billion Share in Total 
Long Term Long Term billion Long Term Long Term 
Debt (%) Debt (%) Debt (%) Debt (°10) 
1991 24408 32.43 10209 13.57 12847 17,07 75257 100 
1992 11715 14.98 10083 12.89 10420 13.32 78215 100 
-SZ -1 -1 (4)  
1993 11643 13.91 11141 13.31 10616 12.69 83683 100 
(-1 (10) 2 (7)  
1994 12363 
6 
13.88 12665 
14 
14,22 10084 11.32 89068 
(6)  
100 
1995 12991 13.71 12383 13.07 9624 10.16 94739 100 
6 -2) •3) 6 
1996 13873 15,64 11011 12.41 8233 9.28 88696 100 
(7) ' (.11) -14 (-6) 
1997 14335 16.53 11012 12.69 7511 8.66 86744 100 
(3) 0 -9 -2 
1998 16986 19,20 11913 13.46 5874 6.64 88485 100 
(18) 8 .2 (2)  
1999 20978 22.65 11794 12.73 4731 5.11 92612 100 
(24) (.1) (-19) (5)  
2000 19943 
(-5) 
21.14 13562 
(15) 
14.38 4406 
(-7) 
4.67 94330 
(2)  
100 
Year Commercial Borrowings NRI & FC (B&O) Deposits Rupee Debt Total Long Term Debt 
S US billion Share in Total 
Long Term 
Debt % 
SUS billion Share in Total 
Long Term 
Debt °I° 
S US billion Share in Total 
long Term 
Debt % 
$ US billion Share in Total 
Long Term 
Debt °l° 
2001 24408 
( 22) 
25 16568 
(22) 
16.96 3719 
-16 
3.81 97698 100 
2002 23320 
-4 
24 17154 
4 
17.85 3034 
(-18)  
3.16 96098 100 
2003 22472 
-4 
22 23160 
35 
23,10 2822 
-1 
2.82 100245 100 
2004 22007 
-2 
20 31216 
(35) 
28.84 2720 
(4) 
2.51 108222 100 
2005 26406 
(20) 
23 32743 
S 
28.16 2302 
-1S 
1.98 116276 100 
2006 26452 
(0) 
22 36282 
11 
30.34 2059 
(-11 
1.72 119575 100 
2007 41443 
S7 
29 41240 
14 
28.59 1951 
-5 
1.35 144230 100 
2008 62334 
SO 
35 43672 
6 
24.44 2017 
(3) 
1.13 178669 100 
2009 62461 
0 
34 41554 
-S 
22.93 1523 
-24 
0.84 181185 100 
2010 70789 
(13) 
34 47890 
16 
22.95 1658 
9 
0.79 208685 100 
Annual Average Share % During  
Commercial Borrowings NRI & FC (B&O) Deposits Rupee Debt Total Long Term Debt 
1991-2010 22.65 18.85 5,95 100 
(a)1991-2000 18.41 13.27 9.89 100 
001.2010 26.89 24.42 2,01 100 
Source: Calculated on the basis of data given in Economic Survey 2003-2004,2011-12, Ministry of Finance, Government of India, New Delhi, 
Note: Figures in parenthesis are percentage change over preceding period 
Figure 6.2 
Annual Average Share of Components in India's Long Term External Debt: 1991N2010 
35 
30 
25 
41991.2000 
4 20 
12001.2010 
nL 
15 
10 
0 
>tlultihiteriI 	BilsteralDebt 	IT 	E poitCi~cdit 	Co!iunurcisl 	NRI&FC 	Rupee Debt 
Debt B&O) deposits 
171 
world's fifth largest indebted economy in the world but the problem was not so severe 
since it was the long, term external debt which constituted 81.39 percent of India's 
external debt in 2009-2010 (Table 6.3) along with rising share of non-government 
external debt in total external debt 74 percent in 2010 as against 40 percent in 
1991(Table 6.5). 
Structure of External Debt: 
In the context of external debt, it is important to know its structure as well. This 
is because high short term debt tends to inflate the servicing burden and exposes the 
economy to refinancing or rollover risk. Table 6.3 presents the behaviour of India's 
external debt in terms of short term and long term since 1980-81. It is evident from the 
table that the long term debt on the average constituted a little more than 90 percent of 
India's external debt in the pre-reform period. This share increased marginally to a little 
over 92 percent in the reform period. 
On the other hand the share of short-term debt witnessed a squeeze from 9.55 
percent in the pre-reform period to 7.84 percent in the reform period. However, within 
the reform period, the share of short term debt tended to increase from 2001-02 
particularly after 2006-2007. This trend was not favourable from the viewpoint of 
servicing the debt. 
Among the long term debt; multilateral debt, commercial borrowings, bilateral 
debt and NRI deposits, constituted the significant share of external debt in the reform 
period (Table 6.4). Taken together on an average these components accounted for 
about 87 percent of total external debt during the reform period while the remaining 13 
percent was accounted by other components (i.e borrowings from the IMF, export 
credit and rupee debt). 
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Table 6.5 
External Debt by Borrower Classification (in US$ million) 
Year 
(end March) 
Govt Debt 
Govt Debt as 
percent of 
Total 
External 
Debt 
Non-Govt 
Debt 
Non-Govt 
Debt as 
percent of 
Total 
External 
Debt 
Total 
External 
Debt 
1991 49957 60 33844 40 8380I 
1992 51027 60 34258 40 85285 
1993 54630 61 35390 39 90020 
1994 36760 60 36760 40 99010 
1995 59502 60 39506 40 99008 
1996 53090 58 39110 42 92200 
1997 49060 52 44410 48 93470 
1998 46520 50 47011 50 93531 
1999 46137 48 50749 52 96886 
2000 46852 48 51411 52 98263 
2001 43956 43 57370 57 101326 
2002 43575 44 55268 56 98843 
2003 43612 44 61302 62 98843 
2004 44674 40 66971 60 111645 
2005 46668 35 86305 65 132973 
2006 46259 33 92787 67 138973 
2007 49360 29 123022 72 171331 
2008 58070 26 166337 74 224498 
2009 55870 25 168628 75 224498 
2010 67067 26 194103 74 261170 
Annual Average Share (%) During 
Period Govt. Debt Non-Govt Debt 
a)1991-2000 56 44 
b)2001-2010 35 66 
1991-2010 45 55 
Source: Calculated on the basis of data given in : 
(i) India's External Debt: A Status Report October 2001,August 2007, Department of 
Economic Affairs, Ministry of Finance, Government of India, New Delhi. 
(ii) India's External Debt 2001, 2005, 2008,2011, External Debt Management Unit, Ministry 
of Finance, Government of India, New Delhi. 
(iii) Mukherjee LN (200I), India's External Debt, Oxford University Press, New Delhi, 
p.122. 
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Borrower Classification: 
The borrower classification of external debt during the reform period indicates 
the major shift in the share of government debt in total debt (Table 6.5).This share was 
around 60 percent till 1995 and started declining thereafter reaching the level of 26 
percent in 2010. This was due to the decline in the rupee denominated debt and the IMF 
debt and the rising role of private sector and Indian corporate during the reform period . 
Servicing of Debt: 
Details of debt service payments on India's external debt during the reform 
period are given Table 6.6. The table shows that India's debt service payments had a 
fluctuating trend during the reform period. It increased at the rate of 3.88 percent per 
annum during the period 1990-91 to 2000-01 and jumped to the level of 14.23 per 
annum during 2001-02 to 2009-10. For the reform period as a whole the growth rate 
was 8.53 percent per annum. 
Debt service payments include repayment of principal and the payment of 
interest. Data presented in Table 6.7 shows that the amount of repayments was always 
larger than the amount of interest payments during the period of study. As a result the 
share of repayments in the total debt service payments increased from nearly 55.98 
percent in 1990-91 to 69.49 percent in 2009-10 with some fluctuations in between. 
Analysing further the burden of servicing the external debt we notice a big 
surge in debt service payments in respect of commercial borrowings during second 
decade of reform (Table 6.8). The rest had a declining trend particularly the servicing 
of debt in respect of borrowings from the IMF and the rupee debt. 
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Table 6.6 
Trends in India's External Debt Service Payments: 1990-1991 to 2009-2010 
Year 
Total Debt Service 
Payments 
(US S billion) 
Percentage change 
over preceding year 
1990-1991 8.98 0 
1991-1992 8.25 -8.15 
1992-1993 7.66 -7.18 
1993-1994 8.55 11.58 
1994-1995 10.87 27.24 
1995-1996 13.00 19.54 
1996-1997 12.66 -2.62 
1997-1998 11.40 -990 
1998-1999 11.28 . 	-1.09 
1999-2000 12.00 6.35 
2000-2001 12.82 6.88 
2001-2002 10.86 -15.28 
2002-2003 15.24 40.30 
2003-2004 19.17 25.76 
2004-2005 9.16 -52.23 
2005-2006 19.56 113.65 
2006-2007 11.40 -41.70 
2007-2008 14.95 31.07 
2008-2009 15.58 4.20 
2009-2010 (PR) 19.04 22.26 
Annual Average Growth Rates During 
Overall Period 
1990-91 to 2009-10 12.62 8.53 
First Decade of Reform 
a) 1990-1991 to 2000-2001 10.68 3.88 
Second Decade of Reform 
b) 2001-2002 to 2009-2010 14.99 14.23 
PR: Partially Revised 
Source: India's External Debt: A Status Report 2010-2011, Department of Economic Affairs, Ministry 
of Finance, Government of India, New Delhi, p.64 
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Table 6.7 
Structure of India's External Debt Service Payments: 1990-1991 to 2009-2010 
Year Repayment of 
Principal 
Payment of Interest Total Debt Service 
US $ 
billion 
% of total 
debt 
service 
US $ 
billion 
% of total 
debt 
service 
US $ 
billion 
% of total 
debt 
service 
1990-1991 5.03 55,98 3.95 44.02 8.98 100.00 
1991-1992 4.71 57.03 3.55 42.97 8.25 100.00 
1992-1993 4.18 54.60 3.48 45.40 7.66 100.00 
1993-1994 4.81 56.29 3.74 43.71 8.55 100.00 
1994-1995 6.69 61.52 4.18 38.48 10.87 100.00 
1995-1996 8.73 67.14 4.27 32.86 13.00 100.00 
1996-1997 8.23 65.02 4.43 34.98 12.66 100.00 
1997-1998 6.90 60.51 4.50 39.49 11.40 100.00 
1998-1999 6.72 59.60 4.56 40.40 11.28 100.00 
1999-2000 7.29 60.80 4.70 39.20 12.00 100.00 
2000-2001 8.36 65.20 4.46 34.80 12.82 100.00 
2001-2002 6.78 60.96 4.34 39.04 11.12 100.00 
2002-2003 11.53 75.66 3.71 24.34 15.24 100.00 
2003-2004 14.61 76.25 4.55 23.75 19.17 100.00 
2004-2005 6.12 66.82 3.04 33.18 9.16 100.00 
2005-2006 14.34 73.32 5.22 26.68 19.56 100.00 
2006-2007 5.94 52.05 5.47 47.95 11.40 100.00 
2007-2008 8.34 55.80 6.61 44.20 14.95 100.00 
2008-2009 9.05 58.13 6.52 41.87 15.58 100.00 
2009-2010(PR) 13.23 69.49 5.72 30.03 19.04 100.00 
Annual Average Growth Rates (% of total debt service) 
Year 
Repayment of 
Principal 
Payment of 
Interest 
Total Debt Service 
Overall Period 
1990-1991 to 2009-2010 62.61 37.37 100.00 
a)First Decade of Economic 
Reform 
1990-1991 to 2000-2001 60.34 39.66 100.00 
b) Second Decade of 
Economic Reform 
2001-2002 to 2009-2010 65.39 34.56 100.00 
Source: Calculated on the basis of data given in India's External Debt: A Status Report, Ministry of 
Finance, Department of Economic Affairs, Government of India, New Delhi, October 2001, 
August 2007, September 2009, August 2011, p.26,18,23,14. 
Table 6.8 
Share of Components in India's External Debt Service: 1990-1991 to 2009-2010 
(percent) 
Year/ Components External Assistance 
External 
Commercial, 
Borrowings 
1.M.F Deposits 
Rupee 
Debt 
Service 
Total 
Debt 
Service 
1990-1991 26 38 9 14 13 100 
1991-1992 30 34 8 13 15 100 
1992-1993 33 35 8 12 11 100 
1993-1994 35 38 5 11 12 I00 
1994-1995 29 39 13 10 9 100 
1995-1996 28 40 14 10 7 100 
1996-1997 26 47 8 13 6 100 
1997-1998 28 43 6 16 7 100 
1998-1999 29 45 4 15 7 100 
1999-2000 29 48 2 15 6 100 
2000-2001 27 55 0 13 5 100 
2001-2002 30 51 0 17 5 100 
2002-2003 47 41 0 9 3 100 
2003-2004 36 53 0 9 2 100 
2004-2005 31 49 0 15 5 100 
2005-2006 14 76 0 8 3 100 
2006-2007 26 56 0 17 1 100 
2007-2008 22 65 0 12 1 100 
2008-2009 22 68 0 10 1 100 
2009-2010 (PR) 18 73 0 8 1 100 
Annual Average Growth Rates During 
Overall Period 
1990-1991 to 2009- 
2010 
28 50 4 12 6 100 
a) First Decade of 
Reform 	1990-1991 to 
1999-2000 
29 42 7 13 9 100 
b) Second Decade of 
Reform 2001-2002 to 
2009-2010 
27  59 0 12 2 100 
PR: Provisionally Revised 
Source: Based on data given in various issues of India's External Debt: A Status Report, Department of 
Economic Affairs, Ministry of Finance, Government of India, New Delhi. 
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6.4 Sustainability of India's External Debt 
The sustainability of external debt in a country is generally assessed on the basis 
of trends in certain key ratios such as debt to GDP ratio, debt service ratio, short term 
debt to total debt and total debt to foreign exchange reserves, etc. 
Seen in this context, the data presented in Table 6.9 shows that India has 
managed its external debt successfully as reflected in the improvement in various 
external debt sustainability indicators. 
The ratio of external debt to GDP declined from 31 percent in 1991 to 15 
percent in 2010. The debt service ratio too fell significantly during the period of reform 
from 35.3 percent in 1991 to 5.5 percent in 2010. 
The impact of external debt on repayment capacity is analysed by ratio of 
foreign exchange reserves to total debt. A high ratio implies .lower chances of default 
and rollover risk. This ratio increased manifolds in post reform period. The ratio was 
only 7 percent in 1991 which increased to 39 percent in 2000 and 107 percent in 2010. 
However, the indicator which threatened the sustainability of external debt 
during 2001-2010 was falling share concessional debt in total external debt. The ratio 
of concessional debt to total external debt was 46 percent in 1991, 38 percent in 2000 
but fell to 17 percent in 2010. 
The ratio of short term debt to total external debt was equally disturbing. It 
increased from 10 percent in 1991 to 20 percent in 2010. 
Thus, though the external debt sustainability indicators in India remained 
sustainable throughout post reform era, the rise in ratio of short term debt to total 
external debt and falling share of concessional debt in total external debt were matter 
of concern. 
Table 6.9 
India's Key External Debt Indicators: 1991.2010 
Year External Debt 
TS $ billion) 
Ratio of External 
Debt to GDP 
~%) 
Debt Service 
~~0 
~~%o) 
Ratio of Foreign 
Exchange 
Reserves to Total 
Debt 
(%) 
Ratio of 
Concessional* 
Debt to Total 
Debt 
(%) 
Ratio of Short 
Term Debt to 
Foreign Exchange 
Reserves 
(%) 
Ratio of Short 
Term Debt to 
Total Debt 
(%) 
(1) (2) (3) (4) (5) (6) (7) (8) 
1991 83.6 31 35.3 7 46 146 10 
1992 85.4 35 30.2 11 45 77 8 
1993 90.3 33 27.5 11 45 64 7 
1994 94.3 31 25.4 19 42 19 4 
1995 102.5 28 25.9 25 45 17 4 
1996 94.5 24 26,2 24 45 23 5 
1997 93.5 23 23 28 42 25 7 
1998 94.3 22 19.5 31 39 17 5 
1999 97.6 22 18.9 34 38 13 4 
2000 98.3 21 17.8 39 39 10 4 
Year External Debt 
(US S billion) 
Ratio of 
External Debt to 
GDP 
(%) 
Debt Service 
Ratio 
(%) 
Ratio of Foreign 
Exchange Reserves 
to Total Debt 
(%) 
Ratio of 
Concessions 
I Debt to 
Total Debt 
(°/a) 
Ratio of Short 
Term Debt to 
Foreign Exchange 
Reserves 
(%) 
Ratio of Short 
Term Debt to 
Total Debt 
(%) 
(1) (2) (3) (4) (5) (6) (7) (8) 
2001 99.1 21 16,6 42 35 9 4 
2002 97.5 19 13.7 55 36 5 3 
2003 106.3 16 16 76 39 6 5 
2004 113.4 15 16.1 101 36 4 4 
2005 123.2 I6 6 106 31 13 13 
2006 120.2 15 9.9 109 28 13 14 
2007 158.5 14 4.8 116 23 14 16 
2008 202.9 18 4.8 138 20 15 20 
2009 225.9 16 4.4 112 19 17 19 
2010 249.9 15 5.5 107 17 19 20 
Source: Calculated on the basis of data given in Economic Survey, Ministry of Finance, Government of India, New Delhi, Various Issues and India's External Debt: A 
Status Report, Department of Economic Affairs, Ministry of Finance, Government of India, New Delhi, Various Issues. 
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6.5 International Comparison 
The foregoing discussion has examined the impact of economic reforms on 
India's external debt in an intertemporal context. We now analyse the impact against 
the background of the international settings. 
The World Bank publishes data giving a cross country comparison of external 
debt of most indebted developing countries. Its latest publication titled Global 
Development Finance 2010 presents a comparison of external debt of 20 most indebted 
developing countries. 
Table 6.10 based on the data given in the above mentioned publication shows 
that India was the fifth most indebted country in terms of stock of external debt in 
2008. The ratio of India's external debt stock to Gross National Income (GNI) as of 
2008 at 19.0 percent was the fourth lowest, China having lowest ratio of external debt 
to GNI at 8.7 percent. The element of concessionality in India's external debt portfolio 
was the fourth highest after that of Pakistan, Indonesia, and Philippines. 
In terms of the cover of external debt provided by the foreign exchange 
reserves, India's position was the fourth highest at 111.6 percent after China, Thailand 
and Malaysia. A comparison of the share of short-term debt in total external debt across 
countries reveals that India's position was the tenth lowest with Pakistan having the 
lowest ratio of short-term to total external debt portfolio was the fourth highest after 
that of Pakistan, Indonesia and Philippines. 
6.6 Concluding Remarks 
India's external debt position in post reform period has improved considerably 
following the introduction of policy reforms in managing the debt. The debt 
management policy has focussed on raising sovereign debt on concessional terms with 
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Table 6.10 
International Comparison of Top Twenty Developing Debtor Countries, 2008 
Country Total 
External 
Debt Stock 
(USS 
million) 
Total Debt 
to Gross 
National 
Income (Per 
cent) 
Short-term 
to Total 
External 
Debt (Per 
cent) 
Foreign 
Exchange 
Reserves to 
Total Debt 
(Per cent) 
Concessional 
to Total 
External 
Debt (Per 
cent) 
Russian 
Federation 
402,453 25.8 I3.6 106.1 0.5 
China 378,245 8.7 49.5 514.5* 10.8 
Turkey 227,277 . 35.3 18.3 26.6 2.7 
Brazil 255,614 16.2 14.3 75.8 1.4 
India 230,611 19.0 19.6 111.6 20.5 
Poland 218,022 42.1 29.8 28.5 0.2 
Mexico 203,984 19.1 12.0 46.7 0.5 
Indonesia 150,851 30.4 17.6 34.2 27.9 
Argentina 128,285 39.9 29.2 36.2 1.6 
Kazakstan 107,595 95.0 9.9 18.5 1.1 
Romania 104,943 54.7 29.7 37.9 1.5 
Ukraine 92,479 51.7 22.1 34.1 1.6 
Malaysia 66,182 35.1 34.5 139.5 6.5 
Philippines 64,856 35.0 10.8 57.8 23.1 
Thailand 64,798 32.0 37.4 171.3 11.1 
Chile 64,277 41.3 23.2 35.9 0.3 
Venezuela 50,229 16.0 33.8 85.7 1.0 
Pakistan 49,337 28.7 2.8 18.3 60.6 
Colombia 46,887 20.2 12.1 50,5 2.1 
Latvia 42,108 127.3 33.5 12.5 0.3 
Source: Global Development Finance, 2010, World Bank. 
*Foreign exchange reserves data are source from state administration of Foreign Exchange, Government 
of China. 
Note: Countries are arranged on the magnitude of debt presented in column no.3 in the Table. 
longer maturities, regulating external commercial borrowings through end-use and all-
in-cost restrictions, rationalising interest rates on Non-Resident Indian (NRI) deposits 
and monitoring long as well as short term debt. 
The post reform period has also witnessed some shift in the structure of external 
debt. The contribution of long term debt in the total debt has improved marginally 
while the share of short term debt has gone down. However, it is important to note that 
the share of short term debt had a tendency to rise in the second decade of the reform 
period. This calls for further reform measures to keep the share of short term debt low. 
Another important change in the structure of India's external debt during the 
period of study was the dominant share of government debt in the total debt during the 
first decade of reform and that of non-government debt in the second decade of 
reforms. This could be attributed to rising private sector activities and the steep rise in 
FDI in post 2004 period. India was also able to keep external debt service payment 
under control which in turn led to the sustainability of debt. 
Finally, for India to move on sustainable path there is a need to put the external 
debt towards developmental activities which could generate revenue to repay debt. In 
the past particularly in the decade of 1980's the external debt lead to crisis because it 
was used substantially for non-developmental purposes like Lok Sabha elections etc. 
External debt as such is not a burden if it is used to generate an equivalent or higher 
revenues. 
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Chapter 7 
Summary, Conclusions and 
policy Implications 
Chapter 7 
Summary, Conclusions and Policy Implications 
This chapter summarises the present study and brings out the important 
conclusions as well as policy implications. The study shows that during the past two 
decades, India has experienced wide ranging reforms in the various sectors of the 
economy. These reforms were initiated in July 1991 when an economic crisis of 
unprecedented severity surfaced in the country in the form of high inflation, rising food 
prices, large current account deficit, huge domestic and foreign debt, a sharp fall in 
foreign exchange reserves, a steep decline in India's credit rating, and a cut off of 
commercial loans accompanied by a net outflow of Non-Resident Indian (NRI) 
deposits. 
The crisis was the outcome of the long-term constraints of the preceding four 
decades, especially the 1980s and certain immediate factors. After - achieving 
independence from British rule in 1947, India pursued policies that sought to assert 
government planning in most sectors of the economy and promote self-sufficiency. 
This was essentially a reaction to the colonial regime's laissez faire and free trade 
policy that was identified as the basic cause of India's economic underdevelopment by 
the pre-independence political leadership. These policies achieved some economic 
goals (such as rapid industrialisation) but the overall effect was to promote widespread 
inefficiency throughout the economy. The strategy of import substituting 
industrialisation made the Indian industry inefficient and technologically backward due 
w 	 to the absence of competition. Discouragement of foreign capital compounded this 
problem. Private sector was heavily regulated through the system of licenses and 
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permits. This caused a great damage to entrepreneurship and innovation. Public sector 
dominated this strategy but became highly inefficient and even sick due to the 
excessive political interference. Emphasis on self sufficiency led to export pessimism. 
Imports, on the other hand, could not be contained as they consisted of essential goods 
and key inputs which were very much needed for accelerating the pace of 
industrialisation. As a result, imports ran ahead of exports and the country experienced 
a continuous trade deficit with the exception of two years 1972-73 and 1976-77 when 
there were some surpluses on this account. The fiscal situation deteriorated through the 
1980s due to the populist policies pursued by the government, rapid growth of state 
controls over the economy and reservation of certain areas for small scale industries. 
However, the immediate factors which triggered this crisis were the Gulf War 
of 1990, and the collapse of the Eastern Block. The Gulf War led to the surge in India's 
oil import bill and cessation of exports to Iraq due to UN trade embargo on that 
country. Repatriation of workers from Kuwait ceased their remittances and led to 
foreign exchange expenditure on transporting Indians from the affected countries in the 
Middle East. The collapse of Eastern block — India's major trading partner at that time 
— further aggravated the balance of payments crisis. 
The government tried to overcome this crisis by borrowing from the IMF but 
did not succeed. The country's foreign exchange assets dipped from US $ 3.4 billion at 
the end of March 1990 to a low of US $ 975 million on July 12, 1991. This was 
equivalent to barely a week's imports. The country was on the brink of default in the 
discharge of its international debt obligations. 
The economic crisis led India to introduce reform in economic policies. The 
decision was also influenced by the experiences of spectacular growth of East Asian 
186 
Economies of South Korea, Taiwan, Singapore and Hong Kong in 70s and 80s 
following the introduction of economic reforms in 1950s and 1960s and also that of 
China which introduced reforms in 1978. The reforms in the economic policies 
consisted of two basic sets of measures. The first set aimed at achieving 
macroeconomic stabilization by reducing both fiscal and balance of payments deficits. 
Reduction in fiscal deficit was sought to be achieved through cut in public expenditure 
and increase in public revenue. To reduce the balance of payments deficits, the reform 
programme heavily relied on currency devaluation to boost exports and reduce imports. 
The second set of measures were directed towards altering the production 
structure by increasing the role of the markets in the economy directly through 
privatization or by way of reduction in state investments and interventions and 
indirectly through domestic deregulation and by trade liberalization. The structural 
reform measures encompassed liberalization of trade and investment policies with 
emphasis on exports, FDI and reduction in external debt, industrial deregulation 
disinvestment and public sector reforms and reform of the capital markets and the 
financial sector. 
The ,reforms were introduced with a view to provide a new dynamism to the 
economy by improving the overall productivity, competitiveness and efficiency. Over 
the past two decades since 1991, the reform measures were intensified and extended in 
many directions. 
Objective of the Study 
In the above background and also in recognition of the growing importance of 
the external sector in Indian economy, this study has been undertaken primarily to 
assess the impactlof economic reforms on the external sector of India. 
Further as within the external sector the main focus of economic reforms has 
been on expansion of trade, capital inflows and reduction in external debt burden, the 
specific objectives set out for the study are: 
(i) To provide insight into the reforms that have been introduced in India in the 
field of foreign trade, foreign direct investment and external debt since 1991. . 
(ii) To examine the impact of these reform measures on trade, foreign direct 
investment and the external debt. 
(iii) To identify factors that constrains India's performance in these fields. 
(iv) To suggest policy measures which should be taken to improve competitiveness 
of exports, overall investment climate and reduce external debt burden in the 
long run. 
Hypotheses of the Study: 
The study tests the following hypotheses: 
1) The impact of economic reform policy package on India's external sector has 
been broadly positive. 
2) Reforms have improved India's trade performance significantly in the post-
reform period compared to that of pre-reform period. 
3) External sector reforms have led to the acceleration in FDI inflows to India 
during the post-reform period. 
4) India's external debt position in the post-reform period has improved 
considerably following the introduction of policy reforms in managing the debt. 
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Database and Methodology 
The study is based on the time series secondary data collected from publications 
of various authors as well as the publications of the government agencies. Due 
acknowledgement has been given to them at appropriate places. 
Though the study has as its period of reference the years after 1991, but to 
assess the impact of economic reforms on the external sector, we have examined the 
performance of external sector during 1992-2010 - (post-reform period) and then 
compared the same with performance during 1980-1991 (pre-reform period). The year 
1991-1992 is excluded from the analysis due to the economic crisis of 1991 and abrupt 
changes in 1991-1992. The post-reform period is further sub-divided into two sub-
periods covering the decade of the 90s and the first decade of the 21St century to 
examine the impact of reforms more intensively. 
The methodology used is simple and analytical and does not go beyond 
calculations of percentages, arithmetical averages, year to year, and trend rates of 
growth. Yearly growth rates are computed as under: 
Yt — Yt-i 
Gt = 	x 100 
Yt-1 
Where, 
Gt 	= 	Growth rate for period t 
Yt 	= 	Value of the variable in period t 
Yt-i 	= 	Value of the variable in period t-1 
The trend rate of growth has been worked out by estimating the function: 
log Yi = log a + t log (bi) 
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Where, 
Y 	= 	Value of Exports / Imports 
t 	= 	Time variable 
B 	— 	Growth rate or (B-1) x 100 
The significance of the growth rates has been tested by applying t-test and 
estimating R2. 
Plan of the Study 
The study is organized in seven chapters. The first chapter deals with the 
problem under investigation, objectives of the study, data sources, methodology and 
plan of the study. Chapter 2 is devoted to a brief review of existing literature in the 
field. Chapter 3 provides an overview of key reforms that have been introduced in the 
Indian economy since 1991. Chapters 4 to 6 are devoted to the appraisal of reform 
processes on foreign trade, foreign direct investment and external debt respectively. 
Finally, Chapter 7 summarizes the study, highlights the important findings and offers 
policy suggestions to improve external sector on a sustained basis. 
Main Findings of the Study 
The study reveals that the impact of economic reform policy package on India's 
foreign trade sector, foreign direct investment, and external debt has been broadly 
encouraging. Thus, the hypotheses set out in Chapter 1 have been proved true. 
Chapter 4 assesses the impact of economic reforms on the foreign trade sector. 
It analyses the growth in India's exports, imports and balance of trade over the period 
1980-81 to 2009-10. The analysis shows that: 
+• 	Following the introduction of reforms, the foreign trade scenario in India has 
undergone considerable change and there has been sizeable increase in the value 
of both exports and imports. 
❖ Over the years 1980-81 to 1990-91, India's exports increased by 2.14 times 
rising from $ 8486 million to $ 18143 million. The post-reform years witnessed 
a surge in exports, when they increased by 9.6 times and rose from $ 18537 
million in 1992-93 to $ 178751 million in 2009-10. 
On an average annual basis, the growth in India's exports during the post-
reform period at 14 percent was significantly higher than that of 8 percent registered 
during the pre-reform period. 
:• 	Within the reform period exports increased by 11 percent per annum during the 
first decade of reform (1992-93 to 2000-01) and accelerated to 17 percent per 
annum in the decade of the new millennium (2001-02 to 2009-10). 
❖ The trend rate of growth in exports in the post-reform period at 9.3 percent per 
annum was significant and higher than that of 7.4 percent registered in the pre-
reform period. 
❖ The post-reform years also registered a surge in imports when they increased by 
13.18 times compared to that of 1.5 times in the pre-reform period. The average 
import growth during the post-reform years at 17 percent per annum was more 
than double of that recorded in the pre-reform period (8 percent). Imports 
increased at 12 percent per annum during the period 1992-93 to 2000-01 and 
picked up to 22 percent per annum in the period 2001-02 to 2009-10. 
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❖ The growth in India's exports during the post-reform period failed to keep pace 
with the growth in imports and the trade deficit continued to plague the 
economy. 
:• 	India's exports over the period 1980-2008 grew at a faster rate than that of 
world exports. But the difference was more marked in the post-reform period. 
World exports in the period 1980-1990 increased at a compound growth rate of 
6.1 percent per annum while the corresponding rate of growth for India's 
exports was 7.0 percent. In the post-reform period (1992-2008) the annual 
average export growth in India's exports at 12.8 percent turned out to be still 
higher than 8.4 percent in the case of world exports. Consequently, the limited 
share of India's exports in world exports (around 0.5 percent) in the pre-reform 
period improved considerably in the post-reform period and reached to the level 
of 1.11 percent in 2008 indicating rising penetration of India's exports in the 
global market. 
❖ The ratio of India's merchandise exports to GDP was 5.28 percent in the pre-
reform period. It nearly doubled in the post-reform period reaching the level of 
10.25 percent. Imports as a proportion of GDP increased from an average of 
8.67 percent during the pre-reform period to 14.37 percent during the post-
reform period. This represented both the contribution of trade to national 
income and the degree of openness of the Indian economy. 
❖ Though the contribution of exports in financing imports was greater during the 
post-reform period, the goal of self balancing of trade remained unfulfilled. 
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:• 	Product-wise analysis of growth of India's exports reveals that there was a wide 
variation in the pattern of growth of major exports and as a result their shares in 
total exports changed over the reform period. 
❖ Some diversification in India's exports by destination also took place during the 
post-reform period. The most significant change in the destination structure of 
India's exports during the post-reform period was the sharp decline in the 
relative share of the Eastern Europe in the country's total exports. On the other 
hand, OPEC and Developing Countries took a big leap forward and more than 
compensated the losses suffered in the Eastern Europe market. 
Chapter 5 is devoted to the study of FDI inflows in India in post-reform period. 
❖ The study reveals that net FDI inflows to India remained at $ 0.12 billion during 
the pre-reform period on an annual average basis. This amount surged 
manifolds to $ 10.30 billion in the post-reform period. However, the surge was 
not steady. It remained at $ 2.05 billion during the first decade of external sector 
reforms and jumped to $ 17.74 billion in the second decade. 
4* In early years of economic reforms there was a huge gap between approved FDI 
and actual FDI inflows in India perhaps due to fear from foreign capital and 
criticism from many beaureucrats, etc. The realisation rate was quite high at 
70.01 percent in 1991 which significantly decelerated to 18.1 percent in 1992 
and 21.01 percent in 1993. This trend reversed from 1998 when realisation rate 
increased to 48.1 percent, slightly reduced to 40.4 percent in 1999 but since 
2000 it kept on increasing with 71.67 percent in 2000, 214.47 percent in 2003 
and 218.91 percent in 2006. During the period of reform, the realisation of FDI 
inflows in India was 72.35 percent. 
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❖ The FDI in India during the post-reform period was mainly in the services 
sector. Further there was a significant change in the direction of FDI inflows. 
During the first decade of reform US turned out to be the largest direct investor 
for India while in the second decade Mauritius topped the list. 
•3 There was also a significant change in the routes through which FDI inflows 
came in the Indian economy. At the time of economic reforms there were only 
two routes: Government approvals (through FIPB, SIA) and RBI's various NRI 
schemes. The total FDI inflow in 1991 was Rs.3535 million of which major part 
k 
	
	 came through the route of RBI's various NRI schemes. However, in order to 
facilitate speedy inflows of FDI into India automatic approval route was 
introduced in 1992. This route witnessed large inflows and surpassed the FDI 
inflows through RBI's various schemes in 1998. Since then it kept on rising. 
However, the largest quantum of FDI inflows took place through the route- 
A 
government approval (through FIPB, SIA) till 2003. Post 2003 FDI inflows 
through automatic approval turned out to be the major source of FDI except for 
year 2005. After 2003, RBI's various NRI schemes as a separate channel was 
abolished and it was merged under the heading RBI automatic approval route. 
Therefore, RBI automatic approval route turned out to be the Iargest FDI 
generator in post 2003 period. 
❖ There was an increase in number of technical and financial collaborations in 
post-reform period. The main motive of the liberal FDI policies was to bring in 
more technical collaboration in order to raise domestic productivity. However, 
it was the financial collaborations that surpassed the technical collaborations. 
There were two factors responsible for it: first, the liberal investment 
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opportunities in India, and secondly lack of any attractive proposals for 
technical collaboration that led to the rise in financial collaborations. 
❖ India's share in global FDI inflows increased steadily under the post-reform 
period. India ranked 8th among top FDI recipients in the world in 2009-2010. It 
is however, important to note that the surge looks impressive only in isolation. 
Comparative figures place India at a very low position. In the years 2009 and 
2010, the size of FDI inflows to India stood at $ 35,65 billion and $ 24.64 
billion respectively as opposed to $ 114.21 billion and $ 185.08 billion in China 
during the same period. Thus, what India received during these two years was 
not even half of what was received by China. This means that economic reforms 
in India have still a long way to go to attract FDI inflows into the country. 
Chapter 6 analyses the impact of reforms on external debt in post-reform period. 
❖ The main reason for the accumulation of perilous external debt in 1991 was the 
Asiad which were organised in infrastructure scarce economy like India. In 
order to make particularly Delhi a perfect place for games gigantic expenditures 
were made. This amount could have been used up Iatter for economically 
productive purposes for which in latter eighties borrowings were made. 
However, in post-reform period India's external debt policies underwent a 
radical shift. External debt remained under control due to prudent debt 
management throughout post-reform period. The external debt policies 
introduced in July 1991 had a positive impact on India's external debt position 
as the annual average growth rate of India's external debt more than halved to 
6.56 percent per annum in post-reform period as compared to 13.75 percent in 
pre-reform period. 
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❖ The share of short term debt in total external debt declined from 9.55 percent in 
pre-reform period to 7.84 percent in post-reform period. However, within the 
reform period, the share of short term debt tended to increase from 2001-02 
particularly after 2006-07. While long term debt on the average constituted a 
little more than 90 percent of India's external debt in the pre-reform period, this 
share increased marginally to a little over 92 percent in the reform period. The 
long term debt was mainly dominated by the multilateral debt, commercial 
borrowings, bilateral debt and NRI deposits which constituted at around 87 
percent total external debt. 
❖ In case of borrower classification, the share of government debt in total debt 
declined significantly due to the decline in the rupee denominated debt and the 
IMF debt and the rising role of private sector and Indian corporate during the 
reform period. 
•3 However, the debt servicing burden increased significantly in second decade of 
reform due to increase in commercial borrowings. India's debt service payments 
had a fluctuating trend during the reform period. It increased at the rate of 3.88 
percent per annum during the period 1990-91 to 2000-01 and jumped to the 
level of 14.23 per annum during 2001-02 to 2009-10. For the reform period as a 
whole the growth rate was 8.53 percent per annum. 
The external debt sustainability indicator improved substantially. However, the 
ratio of short term debt to total debt increased along with a reduction in the ratio of 
concessional debt to total debt thereby, creating concern. 
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Conclusions and Policy Implications 
Some important conclusions of the study may be listed as follows: 
Foreign Trade 
❖ There has been a marked change in the perception of the government of India 
and its policy makers in the past two decades- towards the role of trade in the 
strategy of the development of the country. Exports have come to be regarded 
not merely as a source of financing imports but also as means of efficiently 
allocating resources. Accordingly trade policy of pre-liberalization phase which 
discouraged exports and fostered high cost imports substitution has been 
replaced to a greater extent by an.open trade regime. The basic thrust of this 
regime has been on globalisation of Indian economy, improving its 
competitiveness and expansion of exports to ease pressure on balance of 
payments. 
❖ India's trade performance has shown a considerable improvement during the 
post-reform period. It has improved in size, composition and the direction, 
compared to the pre-reform period. However, the extent of India's penetration 
in the global market has been limited at the aggregate level. The commodity 
wise picture also shows that only a limited number of commodities have been 
able to register an upward move in their share in world exports. This can be 
attributed to both external and domestic factors. Externally, India's exports 
continue to face the problem of adverse world trading environment, 
protectionist policy of the developed nations and their tariff discrimination. 
Among the domestic factors that hamper India's exports are infrastructural 
constraints, high transaction costs, poor quality, limited FDI in the export sector 
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etc. An effective export strategy will have to keep these factors into account for 
future expansion in exports. 
FDI 
:• 	Liberalisation of the FDI policy regime has resulted in a substantial expansion 
of FDI inflows to India during the post-reform period both in absolute and 
relative terms. The surge, however, was impressive only in isolation. 
Comparative figures placed India at a very low position. 
•3 
	
	The major deterants to the FDI inflows to India included lack of global 
competitiveness of the Indian economy, tough business environment, low 
purchasing power, poor infrastructural facilities, rising inflation and political 
instability. 
:+ 	India's efforts to attract relatively higher levels of FDI in the years ahead will 
depend on the adoption of a more purposeful and pragmatic approach towards 
this source of foreign capital. India has great potential in terms of natural 
resources, labour availability and intellectuall capital. We have a modern 
financial system, a large domestic market, a large educated middle class, 
capacity to absorb modern technology, marketing and managerial skills. The 
capacity to absorb Iarger FDI inflows is thus, manifestly present. What is 
needed for the full realization of this potential is a special drive to overcome the 
difficulties enumerated above and create a more competitive environment - 
"a level playing field" in the economy. 
External Debt 
:• 	India has also experienced a perceptible improvement in external indebtedness 
position since 1991 on account of a conscious debt management policy 
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focussing on high growth of current receipts keeping the maturity structure as 
well as the total amount of commercial debt under manageable limits, tight 
monitoring of short term debt and encouragement to non-debt creating inflows. 
Such international debt management policy should continue in the years to 
come. 
•.+ 
	
	The post-reform period also witnessed some shift in the structure of external 
debt. The contribution of long term debt in the total debt improved marginally 
while the share of short term debt had gone down. However, it is important to 
note that the share of short term debt had a tendency to rise in the second 
decade of the reform period. This calls for further reform measures to keep the 
share of short term debt low. 
❖ Another important change in the structure of India's external debt during the 
period of study was the dominant share of government debt in the total debt 
during the first decade of reform and that of non-government debt in the second 
decade of reforms. This could be attributed to rising private sector activities and 
the steep rise in FDI post 2004 period. 
+S 	India was able to keep external debt service payment under control which in 
turn led to the sustainability of debt. India performed well among top indebted 
developing countries. 
Policy Implications: 
Following policy implications are derived from the findings and conclusions of 
the study: 
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a) 	Foreign Trade 
❖ Efforts should be made to change the composition of India's exports by making 
it more dependent on manufacturing sector. 
❖ There is an urgent need to raise per capita output in export sector in order to 
raise productivity along with measures to reduce cost of production. This will 
make exports more competitive in international market. In current scenario of 
inflationary pressures in Indian economy this task seems to be quite hard to 
:• 	Efforts should be made to encourage FDI inflows in the exports sector to raise 
its productivity. 
❖ India's exports should be more directed towards developing and newly 
emerging economies in order to have sustainability in India's export growth 
even at times of global economic crisis. The exports should not be dependent 
much on developed world because they are now more prone to global economic 
crisis. 
❖ There should be strict regulations regarding `composition of exports baskets' in 
India. In recent years without assessing the domestic demand for goods, 
government had exported items in order to raise export income. This led to 
shortage of supply of essential particularly food items in India leading to 
inflationary pressures. 
❖ Government should make efforts to increase the intensity of competition in 
domestic industries, in order to increase competitiveness and hence raise quality 
and quantity of production. 
r01 
•:* 	Government must implement an effective exports strategy that could overcome 
various internal and external constraints that hampers required export growth. 
b) 	FDI 
❖ There has been a marked increase in the magnitude of FDI inflows to India 
during the post-reform period reflecting the liberal policy regime and growing 
investor's confidence. The policy has however, lacked political commitment, 
coherence and direction. As a result India has not been able to realise its full 
potential in the field of FDI. The inflows of FDI to India during the post-reform 
period pales into insignificance compared to inflows to China. The FDI policy 
and implementation strategy need to be fine tuned with a view to attract high 
quality FDI for taping comparative advantage in the labour intensive 
manufactures. 
❖ There is a need for political commitment and objective clarity at the highest 
level to ensure that FDI flows are diverted as per national priorities. 
•:► 	There is a need to change the direction of inflows of FDI , because Mauritius 
can no more be considered as a dependent source of FDI inflows in long term. 
India will have to pay a high cost if Mauritius government bring a slight change 
its direct investment policies. 
❖ India should control its inflationary tendencies. Inflation raises cost of 
production thereby; -makes Indian exports less competitive in international 
market, and also discourages direct investors spirit. Further due to increase 
expenditure levels, inflation raises chances of widening external debt. 
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❖ Strict laws should be made to reduce corruption levels. India has witnessed 
multiple corruptions/scams in the past few years which lower confidence of 
foreign direct investors on dependability of Indian authorities. This does not 
permit them to bring huge investments in India, 
+:+ 	India should develop infrastructural set up particularly the distribution of power, 
transport and road networks in different parts of the country, in order to increase 
the frequency of foreign direct investments inflows. 
❖ Foreign direct investments should be equally distributed throughout India. 
Currently there exists regional inequality in case of location of FDI inflows, 
Most of the FDI are directed in selected rich states mostly, southern states while 
northern India is deprived of required FDI except for few regions. Therefore, 
the benefits of FDI remains confined to certain selected states. 
4- 	FDI should be encouraged in agricultural sector which is the most badly 
affected sector in post-reform period. The government must provide incentives 
to direct investors in order to revive this sector. Today, when India is facing 
severe inflation problem, an increase in production and productivity of 
agricultural sector is likely to help in reducing inflationary tendencies in 
agricultural and allied goods. FDI will bring new technology, methods of 
production, etc in which India is deficient since independence. 
❖ Government should try to avoid delays in approval of several large FDI 
projects. 
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•;• 	`Green Politics' in India also discourages direct investors to invest in India. It 
should be strictly avoided. POSCO case in recent years created a Iot of chaos at 
international level. 
❖ There is a need to create more liberal labour laws. 
❖ Government should try to make Special Economic Zone policies more active 
and constructive. 
❖ There is a need to increase centre-state coordination in order to have much 
better results from FDI. 
c) 	External Debt 
❖ Independent organisation should be set up in order to carefully examine the use 
of external debt in India. In other words, how much of external debt is used for 
economically productive purposes and how much is directed for non-productive 
purposes, should be strictly regulated by the organisation. 
•;• 	An important element which raises external debt is increase in global prices of 
oil. India should try to increase domestic production of oil in order to reduce 
import bill. This could be achieved by providing incentives to domestic 
producers and foreign direct investors to invest in this sector. India's second 
Iargest population which are all dependent, on petroleum, oil and related 
products either directly or indirectly could act as magnet for direct investors. 
This will serve double purpose as it will also reduce domestic prices of oil 
thereby also helping to control inflationary tendencies. 
❖ Long term debt should be preferred over short term debt. Even within long term 
debt stress should be laid on multilateral and bilateral debt instead of external 
commercial borrowings. 
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❖ A separate department should be set up to strictly regulate External Commercial 
Borrowings. 
❖ Special department in the ministry should be set up to identify sectors/ 
industries giving rise to ECB/external debt. 
•S 
	
	Efforts should be made on raising sovereign debt on concessional terms with 
longer maturities. 
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